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ABSTRACT 

In the history of the Central American Republics many attempts at union, 
either political or economic or both, have been made and all have failed. 
Presently, these same countries are united economically once again as the 
Central American Common Market. In this latest attempt at union also doomed 
to failure? 

This paper reviews the historical background of the region and the 
events leading to the present economic integration pact, summarizes the major 
agreements and treaties, discusses the chronic economic obstacles that must 
be overcome and examines the results to date of the nascent Central American 


Common Market. 
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CHAPTER I 
INTRODUCTION AND HISTORICAL BACKGROUND 

The European pattern of economic integration has found expression in the 
Western Hemisphere in three politically divergent, widely separated regional 
groupings. One such group is the now defunct West Indies Federation, a re- 
arrangement of the remaining bits and pieces of British colonialism in the 
Caribbean region. Another is the Latin American Free Trade Association, 
which is a plan to link together economically, the more developed Latin 
American nations. However, the most vigorous approach to regional economic 
integration is being pursued by the Organization for the Economic Develop- 
ment of Central America (ODECA). Their plan is to weld together five individual- 
ly inefficient countries into one productive unit capable of initiating and 
sustaining an economic takeoff. 

Guatemala, El Salvador, Honduras, Nicaragua, and Costa Rica are individ- 
ually small in area and population, but together they comprise 11 million 
people spread over 180,000 square miles. The countries may be compared to a 
group of islands separated by mountains, jungles and ideas. Each nation faces 
outward, its back to the other, making commercial contact with Europe or the 
United States easier than with its neighbor. Living standards are quite low 
with the average annual income about $245. Central America's total output 
of goods and services amounts to less than two percent of that of the European 
Common Market. The economies are overwhelmingly agricultural with coffee, 
cotton, cocoa, and bananas accounting for 75 percent of all exports. It is 
also interesting to note that 85 percent of all exports have gone out of the 
Central American Bisa, Needless to say, fluctuations of world demand for 


these products has on occasion, caused considerable havoc within the individual 





countries. 

There is very little stimulation for intra-area trade. All countries 
produce agricultural commodities to meet local demands at a bare subsistence 
level and manufacturing output is barely adequate to satisfy local needs. 

Why then study an area whose total impact on world trade is so insignif- 
icant? The countries of Central America are representative of a large por- 
tion of the world today in size of population, climate, industrial capability, 
and per capita income. The methods used and the results obtained could be of 
immeasurable value to the less developed nations of Africa and Asia in their 
struggle to narrow the huge economic gap between themselves and the more pros- 
perous nations of the world. 

The first Europeans to visit Central America came with Christopher Columbus 
on his fourth voyage to Caribbean waters. This probe to the west was prompted 
by his belief that just beyond the lands he had already discovered lay the 
Indies of Asia. On 14 August 1502, Columbus first set foot on the Central 
American mainland at Cape Hondorus. 

By 1511, Spanish expeditions were underway which would eventually over- 
run the isthmus from both north and south. The first overland contacts be- 
tween Spaniards and Central American natives came in 1522, however it was 
not until 1524, that it became apparent that the Spaniards were there to 
stay. By 1527, Honduras, Guatemala (which included El Salvador), and 
Nicaragua were made separate provinces and granted royal governors. Numerous 
attempts to colonize what is now Costa Rica were unsuccessful until Juan 
Vasquez de Coronado established the first settlement in 1562 at Cartoke.” 

By 1570, the local wars had ceased and Central America was destined to 


exist peacefully for the next two and one half centuries under the rule of the 





Audiencia de Guatemala. By the late 18th century, Spain no longer had the 
energy nor the opportunity to ensure its hold on the area. In fact, the 
Central American area was but a small part of the hemispheric independence 
movement away from Spain, who at this time was having considerable problems 
with a liberal revolt at home and a revolution in South America. 

Thus, with a small probability of interference by Spain, the Audiencia 
de Guatemala declared its independence on 15 September 1821, with little 
friction and even less blood~shed. In 1823, the five provinces formed a 
national union which was destined for failure. The political inexperience 
of the leaders and the conflicts between jealous social classes and rival 
towns were disastrous because the Central American communities possessed no 
political institutions which could be used as the basis for the establishment 
of an independent government. Continuous conflicts between the various states 
led to the Federation declaring in 1838, that the states might do as they saw 
fit regarding their attachment to the union. In less than one year,four states 
had withdrawn leaving only El Salvador in the union. The idea of federation 
persisted however, and it was not until 1847, beginning with Guatemala, did 
the states declare themselves independent republics. 

Although various plans for union were attempted, all were weak and in- 
effective and quickly faded from consideration. The apparent impossibility 
of restoring the federation by the voluntary action of the five republics 
led Rufino Barrios, the president of Guatemala, to unilaterally declare in 
1885 the restoration of the Central American union with himself as the leader. 
The other republics objected and fighting commenced which was to cost Barrios 
his life and to again signal the failure of another attempt at enone More 


peaceful attempts were tried in 1887, 1892, 1895, 1897, and 1898, however all 





had the same end result...failure. 

From the beginning of the twentieth century, two new trends became evident 
in Central American attempts at union. The first was the obvious interest of 
the United States in the internal affairs of the republics due mainly to her 
acquisition of the Canal Zone in 1903, and the second was the recognition by 
the nations themselves that the area must be in a peaceful state before any 
federation was possible. In 1902, a move of considerable significance took 
place at Corinto, Nicaragua, when representatives of all the republics ex- 
cept Guatemala, drew up a treaty creating a tribunal of Central American arbi- 
trators for the settlement of international differences. Four years later a 
dispute between Guatemala and El Salvador reached a point where war was avoided 
only by the intervention of President Roosevelt and President Diaz of Mexico. 
As a result there was drawn up at San Jose, Costa Rica in 1906, a new treaty 
between Costa Rica, Honduras, El Salvador and Guatemala, under the provisions 
of which the presidents of the United States and Mexico were agreed upon as 
arbitrators in any further disputes between the signatory nations. In 1907, a 
border conflict flared between Nicaragua and Honduras which threatened to in- 
volve the entire region. Nicaragua offered to arbitrate under the Corinto 
plan while Honduras was willing to arbitrate only under the San Jose plan. 

As the situation became more serious, Presidents Roosevelt and Diaz invited 
the five states to a peace conference in Washington, which convened late in 
1907. In addition to resolving the dispute, there was recommended formation 
of Central American institutes of agriculture, mines, and arts which were 
steps for the possible attainment of economic unity. The most important pro- 
vision of the treaty that was signed was the creation of a Central American 


Court of Justice composed of one judge from each country, whose purpose would 
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be to decide conflicts between the member seeCeae However, the results of 
this conference had little permanent effect. The recommended educational 
institutions were not organized and although the annual conferences continued 
for seven years, most of their worthy agreements were never ratified. The 
court got off to an excellent start and continued to function with a fair 
degree of success until 1917, when Costa Rica, El Salwador, and Nicaragua 
became involved in a dispute over a treaty involving United States rights to 
build a canal along the San Juan River. When the decision went against 
Nicaragua, she withdrew from the court, which shortly thereafter ceased to 
funetion.” 

A second Washington conference was convened in 1922. New treaties were 
written to keep peace in the region but contained little to encourage the 
advocates of union. An arbitration panel was established to replace the 
Central American Court of Justice, however it possessed little authority. 

When these treaties were denounced by Costa Rica and El Salvador in 1934, the 
whole unification movement went into abeyance for more than a decade. During 
this period, until 1951, the countries were generally under the rule of in- 
dividual strong men who desired to maintain the status quo in his relations 
with his neighbors. 

Finally, in 1951, the conditions were again favorable for another attempt 
at unification. The foreign ministers met in El Salvador and wrote the Charter 
of San Salvador, which established the Organization de Estados Centroamericanos. 
ODECA, as the association is called, is not a federation. It is designed by 
its members instead to "fortify the ties which unite them”. Peaceful solutions 
of disputes were envisaged, and the promotion of isthmian economic, social, 


and cultural development was ontiei@ated,” 





Summary 


Three years after declaring independence from Spain, the five provinces 
of Central America enacted a constitution and established the Federal Republic 
of Central America. By 1838, this union had clearly failed and the states 
went their separate ways. Since that time, more than twenty-five formal and 
official steps were taken in attempts to once again re-unite the countries 
into some sort of federation. In spite of all these efforts, never has there 
been anything resembling success. Why then in light of these continuous 
failures do attempts at unification continue? The majority of their states- 
men realize that the countries can never truly be independent of each other, 
and that the interests of all would best be served by joining forces for their 
common ends. The union of five small and disorderly states into one strong 
nation able to promote the interests of its people and to command respect 
from foreign powers would then be able to assume a position of importance in 


the councils of Latin America and to make great strides towards better govern- 


ment and a more complete realization of economic opportunities at home. 





CHAPTER IIL 
THE ECONOMIC INTEGRATION PROGRAM 

The first major step toward the present Central American integration 
program was taken in June, 1951, at the yearly meeting of the United Nations 
Economic Commission for Latin America (ECLA). At this time, the representa- 
tives of the Central American Republics proposed a resolution, subsequently 
adopted by the ECLA, that expressed the interest of the region in "the develop- 
ment of agricultural and industrial production and of transport systems in 
their respective countries so as to promote the integration of their economies 
and the expansion of markets by the exchange of their products, the coordina- 
tion of their development programs and the establishment of enterprises in 
which all or some of these countries have an ipeecest. For this purpose, 
the ECLA Secretariat was to initiate a number of studies and a committee of 
ECLA was to be set up as a coordinating agency. This committee, which was 
designated the Central American Economic Co-operation Committee was composed 
of a representative from each Central American country and ECLA and aided by 
a permanent staff and secretariat provided by the Mexico City office of ECLA. 
This committee, aided by various specialized sub-committees and other bodies, 
has directed the integration program. 

During this same period the Central American Republics signed the "Char- 
ter of San Salvador" which established the ODECA which is aimed at the eventual 
consolidation of Central American activities, including cultural and possibly 
even political Sieh e The charter was signed in 1951 and became effective 
in January, 1962. 

From the beginning the Central American Economic Co-operation Committee 


sought a multilateral formula to promote free trade in the region, to promote 





the development of industrialization and to insure that duplication of pro- 
ducts which could not be justified by the total market of the region was 
not allowed to take place. Over the years 1952-1958 the Committee, after 
numerous conferences and studies, developed two draft treaties, one dealing 
with the elimination of internal customs barriers and setting up common ex- 
ternal tariffs and the other defining the so-called "integration" industries. 
These treaties, entitled the Multilateral Treaty on Free Trade and Central 
American Integration, and the Agreement on the Regime for Central American 
Integration Industries, respectively, were signed in Tegucigalpa, Honduras on 
June 10, 1958 by the presidents of the five countries. Both treaties were 
shortly thereafter ratified by the legislatures of the five countries with 
the exception of Costa Rica, which did not ratify until September, 1963. 

In regard to these treaties, the Central American Common Market was 
thought of as a free-trade area which, within a period of ten years was to 


be perfected with a view toward creating a customs Gniens: 


Multilateral Treaty 


The Multilateral Treaty established an initial schedule of approximately 
200 commodities on which all duties and tariffs, except for specified quanti- 
tative restrictions, would be immediately abolished. Furthermore, the ratify- 
ing nations undertook the task of equalizing the tariffs imposed by them on 
other than Central American countries on products included in the free trade 
schedule and those to be subsequently added, as well as on their principal 
raw materials and the necessary containers. 

Within the framework of the treaty and with the view of providing the 
maximum possible flexibility in the creation of the common market, special 
temporary arrangements were agreed upon under which could be negotiated pro- 
gressive duty reductions for products not initially listed in the free trade 
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schedule of commodities or for products which were to remain subject to 
quantity restrictions. Furthermore, under the treaty, special arrangements 
could also be negotiated for free trade in specified products between less 
than the full number of contracting states, provided progressive duty reduc- 
tions were granted to the remaining country or countries, with the ultimate 
aim of incorporating such products into the free trade schedule. The ex- 
pressed intention of the treaty was that the original list of free-trade 
commodities should be expanded by later agreements. Administration of the 
treaty was to be handled through a Central American Trade Commission. Ap- 


pendix A contains the complete text of the treaty. 


The Agreement on the Regime for Central American Integration Industries 


This agreement was to be applicable to industries defined as those com- 
posed of one or more plants in which minimum capacity would require access to 
the whole Central American Market to ensure operation under reasonably econ- 
omic and competative conditions. A Central American Industrial Integration 
Commission was to recommend to the governments additional resolutions con- 
cerning those industries that would qualify as “integration industries”. 

Such additional resolutions could state, among others: which country or 
countries the plants would be located, minimum capacity, the necessary in- 
dustrial standards, the conditions under which more plants might be admit- 

ted to the regime, the regulations that might be advisable for the partici- 
pation of Central American capital in the corresponding enterprises, and other 
requirements. Within the framework of the agreement the products of the inte- 
gration industries were to benefit from free trade while those products of 

the non-integration industries would only benefit from continuous yearly duty 


reductions of ten percent until the tenth year when they would also enjoy the 





full benefits of free trade. Furthermore, the integration industries were 
granted tax exemptions or reductions and preferences in government purchases. 
Although not specifically stated in either the Multilateral Treaty or the 
Agreement on the Regime for Central American Integration Industries, it was 
tacitly agreed that the application of the free trade provisions of the Multi- 
lateral Treaty to certain products of new and important industries would be 
subject to agreement among the ratifying countries under the terms of the 
industrial integration arrangement. Thus, in this manner, whenever the conm- 
mon market would be an essential condition for the development of such in- 
dustries, the basis for coordinating industrial development was established. 


Appendix B contains the full text of the agreement. 


Central American Agreement of Equalization of Import Duties and Charges 


At its sixth session in 1959, the Central American Cooperation Committee 
proposed a treaty to deal more thoroughly than the earlier treaties in re- 
gard to the establishment of uniform external tariffs for the Central American 
Common Market. In September, 1959, the five countries signed the Agreement 
on the Equalization of Import Duties and Charges. This treaty provided for 
the immediate equalization of external duties on approximately 2/72 tariff items 
and undertook to equalize gradually the tariffs for items listed in another 
schedule. Once the customs duties in this latter schedule became equal in 
the five countries, these products would enjoy complete free trade within a 
period of five years and in any event, not later than the ten years provided 
for in the Multilateral Treaty. The main purpose of this treaty was to 
establish a unified Central American Tariff consistent with the integration 
and economic development requirements of Central America, thus facilitating 
the creation of the common market stipulated in the Multilateral Free Trade 
Treaty. In preparation for this treaty, a customs nomenclature had been 
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worked out and adopted by the five countries in January, 1956. Inasmuch as 
the initial schedule of free commodities in the Multilateral Treaty was small, 
the countries agreed to add an addendum to the Agreement on the Equalization 
of Import Duties and Charges which would permit them to grant each other an 
immediate tariff preference of twenty percent for any product not yet trans- 
ferred to the free trade schedule. Appendix C contains the complete text of 


this agreement. 


Tripartite Treaty for Economic Association 


During February, 1960, representatives of Guatemala, El Salvador, and 
Honduras complicated the situation when they met with the aim of speeding 
the process of economic integration and increasing trade in goods produced 
within the region and signed a triangular agreement apparently not coordin- 
ated with the Tegucigalpa treaties to which Costa Rica and Nicaragua were a 
ware.*° Under this Tripartite Treaty, the three countries set up a free trade 
area that, in five years and provided import duties were first equalized (under 
the same terms as agreed to under the Tegucigalpa Treaties), would become a 
customs union with common customs administration,equitable distribution of 
customs duties and free movement of any kind of product irrespective of its 
country of origin. During the interim period when the union would function 
as a free-trade ar imports of products originating in any of these coun- 
tries would be exempt from any duty or charge from the date the treaty went 
into effect. Exceptions were to be listed on a separate schedule as well as 
gradual duty reductions and quantity restrictions on foodstuffs, raw materials 
and manufactured goods which under present production levels might be unfavor- 
ably affected by free trade. This sytem under the Tripartite Treaty thusly 
differs from the Multilateral Treaty in that the tariffs on the goods of 


Pl 





countries outside the treaty were equalized at the same time and not accord- 
ing to an initial limited schedule that would be expanded through negotiations. 
Another important difference between the Tripartite Treaty and the Multilater- 
al Treaty was that in the latter, free trade was tied to the idea of a coor- 
dinated industrial development program which was to be carved out in accord- 
ance with the Agreement on the Regime for Central American Integration 
Industries in which new industries would be phased into the region only after 
agreement among all count vee, Under the Tripartite Treaty there would be 
no such coordinated agreement on the proposals for new industries, location, 
size, etc. Thus, in this respect, the three country agreement did not attempt 
to attain the balanced economic integration as set forth in the five country 
agreements. 

Another aspect of the Tripartite Treaty was the setting up of a Develop- 
ment and Assistance Fund whose functions were those of a development and loan 
agency for the carrying out of projects destined to serve basic needs of the 
countries, namely, highway construction, establishment or enlargement of 
agricultural and industrial enterprises, etc. Under this treaty the pro- 
visions of the fund were to be drafted and ratified before Jume 6, 1960. Dur- 
ing this same period of time, and indeed, even prior to the Tripartite Treaty, 
the Economic Cooperation Committee of the five countries had been working on 
warious financial and fiscal aspects of a proposal for the creation of a 
Central American Financial Agency to promote integrated economic development 
“with due regard to the necessity of assigning special priority to the less 
developed parts of the area, /2 

Thus, even though the Tripartite Treaty stated that the other.Central 


American countries were invited to participate in the association, it was 
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apparent that there were two different understandings of a Central American 
common market. Unless some reconciliation or merging of viewpoints was at- 
tained, the idea of Central American economic integration was being splinter- 
ed and doomed to failure due to the independent actions of a few countries in 
lieu of using a common denominator among all the countries. In view of this 
turn of events, a general reappraisal of the situation was deemed necessary. 
Accordingly, in April of 1960, the Economic Cooperation Committee convened 

an extraordinary session at which all five countries were present to iron 

out the differences. At this meeting the Secretariat of ECLA was authorized 
to prepare a draft treaty for Central American accelerated economic integra- 
tion along the lines of the Tripartite Treaty but also including the integra- 
tion industries Sreurame In the opinion of four of the countries (Costa 
Rica had expressed reservations), this new treaty was to be understood as a 
general regime of immediate free trade, with the exception of products which 
might be brought under interim provisions and with the exception also of 
commodities, which, in the terms of the agreement to be signed, would be desig- 
nated as products of industrial integration plants. Thus the groundwork for 
the General Treaty on Central American Economic Integration (GTEI) and the 
Agreement Establishing the Central American Bank for Economic Integration 


(CABEL), was established. 


The General Treaty on Central American Economic Integration 


The General Treaty of Economic Integration, the major treaty of the 
Central American Common Market, was signed by four member countries in Managua, 
Nicaragua, in December, 1960. It was ratified and became operative for El 
Salvador, Guatemala, and Nicaragua in June of 1961, and for Honduras in Aug- 


ust of 1962. Costa Rica signed the General Treaty in July of 1962, but did 
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not ratify it until July of 1963. In becoming the basic charter for the 


economic integration program, the General Treaty on Economic Integration 


superseded all previous integration agreements but stipulated that provisions 


of earlier agreements not contradicted by the GLrEI would remain in effect. 


Appendix D contains the complete text of this treaty. The major provisions 


of the General Treaty are as follows: 


ie, 


A Common Market - The five countries agreed to establish a Common 
Market within five years of ratification of the treaty and it fur- 
ther binds the contracting countries to the setting up of a cus- 
toms union with a single extermal tariff schedule. It established 
free trade immediately for all products originating in the terri- 
tories of the signatory countries, except for those products, 
specified in annexes to the agreement, which will be brought under 
special interim arrangements until they may become totally free. 
The treaty includes long and complicated lists of products for which 
customs treatment by pairs of countries will be progressively modi- 
fied. Some products would enter into free trade in two years, 
others in three or four, during the five year limitation, or never. 
Most of these listed products were those of companies that would be 


harmed by the immediate elimination of duties. 


National Treatment - Goods originating in any member state enjoy the 


same treatment in other member states as the national products of 
that other member. Certain exceptions were permitted for reasons of 


health, safety or enforcement of law and order. 


Investments - The industrial development laws and other legislation 


of the member states related to investments and business activities 
are to be as uniform as possible - particularly with respect to 
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special investment incentives. The treaty also assumes the provisions 
of the Central American Industrial Integration Regime that had been 
signed earlier by the five countries but that never went into effect 
due to Costa Rica's failure to ratify. 

Financing Economic Integration - The General Treaty provides for 
the establishment of a Central American bank to finance and promote 
the economic development of the area. In accordance with this por- 
tion of the General Treaty, the Central American Bank for Economic 
Integration, to be discussed later, was established. 

Administration of the Program - The general administration of the 
CACM as set forth in the General Treaty involves three administra- 
tive groups, namely: 

a. The Central American Economic Council - This council, 
composed of the Ministers of Economy of the respective 
signatory countries, was established to direct and coordin- 
ate the economic integration. It also reviews the work of 
the Executive Council and meets as necessary or at the 
request of a member country. 

b. The Executive Council - This council applies and adminis- 
ters the General Treaty and takes the necessary steps re- 
quired to achieve economic union. Its membership consists 
of one principal delegate and an alternate for each of the 
member countries. The Executive Council meets as necessary, 
at the request of a member country, or upon call of the 
permanent Secretariat. 

c. The Permanent Secretariat - This group has juridical respon- 
sibility to serve both the Economic Council and the Executive 
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Council. it is directed by a Secretary General, ap- 
pointed for a three year term by the Economic Council. 
It is responsible for supervising the proper implementa- 
tion of the Central American agreements. The Economic and 
Executive Councils also assign projects amd studies to the 
Secretariat which can establish departments and offices as 
necessary for the performance of its duties. 
6. Arbitration Procedures - Differences among the member states in 
matters of interpretation of the treaty are to be settled by 
the Economic or Executive Councils. All disputes not resolved 
by these organs will be settled by arbitration. 
The Agreement Establishing 


_the Central American Bank for Economic Integration 





At the same meeting at which the General Treaty was signed, the agreement 
establishing the Central American Bank for Economic Integration was also sign- 
ed. The Bank, with headquarters in Tegucigalpa, Honduras came into existence 
in May, 1961. Costa Rica, however, with held ratification until September, 
1963. The bank started with a capital of sixteen million dollars and has 
received the support of the Inter-American Development Bank. Its principal 
function is to consider projects which may promote the economic integration 
anc general economic improvement of the region. These projects may relate 
to basic social overhead or to certain agricultural and industrial activities. 
The bank will not undertake to finance projects of purely local interest. 
Thus, special attention will be given to proposals that will tend to reduce 
the economic differences between the countries. Furthermore the creation of 
this bank fulfilled the purpose of the earlier three-country Tripartite Treaty 


to create a development and assistamce fund. 
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Although all Central American countries were eligible to become members 
of the bank, they could not obtain loans or guaranties without ratifying the 


1 
major treaties at the base of the Central American Conmon Market. ‘ 


Summary 


Basically what the above review of the various treaties and agreements 
adds up to is a formation by the Central American Republics of a basis for a 
unified area with common external tariffs and the removal of all trade barriers 
among the member countries. They will have a common trade policy and the 
necessary monetary, fiscal, and institutional adjustments which will lead to 
the economic unification of the respective countries. 

Although inspired by the highly successful European Common Market, the 
Central American version is quite different in nature and purpose. The 
European Market is composed of highly industrialized economically mature 
nations with a tradition of economic inter-dependence, and the underlying 
goal of the EEC is political in nature. On the other hand, the Central 
American nations have underdeveloped, agricultural economies in which intra- 
regional trade is only a small percent of the total, and the primary goal 


of unification is economic in character. 
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CHAPTER III 
PROBLEMS FACING ECONOMIC INTEGRATION 
Having reviewed the contents of the various treaties, we now arrive at 
a most crucial point in our discussion of the Central American Common Market. 
What are the problem areas related to the economic integration of Central 
America, how may they be overcome, and finally, what are the chances for 
ultimate success? Although many of these problem areas are quite apparent, 


the solutions are not so apparent. 


Agriculture 


When discussing the economy of the Central American states the first 
topic to consider must, of course, be agriculture. The region has what is 
often referred to as a "colonial economy": agricultural products are export- 
ed and manufactured goods are imported: e In this case agricultural pro- 
ducts refer specifically to coffee and bananas which account for more than 
60% of the value of all exports. In the “colonial economies" it is obvious 
that a country's accumulation of capital is wholly dependent upon the world 
demand for their specific commodities and unless a country can budget on the 
basis of an average price over a period of time serious balance of payment 
problems will arise. This has been the story in Central America. 

The initial approach to agriculture is logically through the examina- 
tion of the use of the land in the area. With the exception of El Salvador 
there is an abundance of farmland in Central America, however little of it 
is being farmed and that which is being utilized, is farmed in less than an 
efficient manner. The preference of the peoples in all the countries to 


live in the temperate high areas has led to the underuse of the more fertile 
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land located in the hot and steamy Caribbean coastal lands. It is estimated 
for example, that corn, which is usually grown in the cooler plateau regions, 
would reach maturity in one third the time if it were grown in the coastal 
iene With the exception of coffee and bananas, the agricultural ef- 
fort in Central America is carried ‘out at a bare subsistence level. As the 
population increases at a greater rate than farm output, it will become neces- 
sary to import more and more of the basic staples, thus further reducing the 
chances for capital accumulation. This low level of productivity eliminates 
the opportunity for rural progress and for any significant improvement in the 
welfare of the people involved. The typical pattern of land utilization is 
the shifting from plot to plot by the farmer. After a parcel of forest has 
been cleared and then used for a few seasons, the heavy growth of weeds and 
grass make it undesirable for further use and it is abandoned for another 
plot. This cycle is then repeated again and again. The final result of this 
system of farming is a virtual no money economy which contributes nothing to 
the progress of rural communities or to the economic development of the 
country as a erates The problem of agriculture may be resolved into two 
broad areas; 1. The export market, consisting primarily of coffee and 
bananas and 2. The domestic market, composed of the basic staples such as 
corn, beans, and rice. Needless to say, fluctuations in world demand for 
coffee and bananas has caused alternating periods of feast and famine for 

the Central American nations. There have been countless attempts to stabil- 
ize the prices of these products in the world market, however with little 
success. Tremendous sums of research money have been spent on these two pro- 
ducts and as a result, they are today being produced as efficiently as poss- 


ible. A probable solution to this dilemma lies in the diversification of 
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products in the export market. The soil, climate, and proximity of large 
markets to the area makes profitable growing of citrus fruits, melons, and 
tomatoes a distinct possibility. Of course this is a long range solution 
and tremendous effort would have to be expended before these crops begin to 
show a profit, however it is imperative that the countries relieve themselves 
of the difficulties encountered in a two crop economy. 

Although considerable funds have been expended in improving the coffee and 
banana crops, the same cannot be said for the staples grown for home con- 
sumption. In fact, production of these basic products is so lagging the 
population increase that improved efficiency and profits in the export crops 
are more than absorbed by the inefficiency demonstrated in growing the 
staples. The quality of seed is poor, tools are rudimentary, and the use of 
fertilizers is practically unknown, all of which combine to cause a very low 
productivity. The solution to this problem is not diversification, but 
rather a research and educational program to increase both utilization of 
land and efficiency of growing the crops. The success of these proposals 
would substantially increase export income and provide the necessary funds 


to finance advancements in other sectors of the economy. 


Transportation 


Another major deterrent to the economic growth of Central America is the 
lack of adequate means of transportation, especially in the area of farm to 
market roads. This lack of adequate means of transportation retards the 
development of a national market for agricultural products and perpetuates 
the present system of subsistence farming with it's low productivity output. 
The five countries have a total highway network of slightly more than 22,000 
miles, however less than one half of this total may be considered as improved 
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roads. The figure itself is meaningless unless it can be compared to a known 
standard. If we compute miles of highway per 1000 square miles of land, the 
result for the entire Central American area is 125, while a similar figure 

for the United States is 1130. Within the area itself there are large varia- 
tions from El Salvador with a figure of 475 to Honduras with a figure of 20,18 

Lack of adequate highways would not be so great a drawback if the coun- 
tries were well supplied with railroads, however this is not the case. The 
five republics have approximately 2000 miles of various gauge track or about 
12.5 miles per 1000 square miles of land. In addition, these roads do not 
form an integrated system but are rather isolated segments usually operating 
between the port cities and the capitals or agricultural producing regions. 
Air transportation is the only mode of conveyance that may be considered ade- 
quate, however the expense of carrying produce is much too great for air 
travel to become a serious consideration at this time. 

The hope for the future lies in the development of an integrated system 
of roads and highways. It would not be economically feasible to attempt to 
build a railway system to the extent necessary to satisfy minimum require- 
ments. A large portion of the present equipment, both rails and rolling 
stock, is in very poor condition and it would require an enormous amount of 
money just to repair what is in use without even considering expansion. The 
start for any highway system must be the completion of the Inter-American 
Highway - the name given to the Central American section of the Pan-American 
Highway. The purpose of the Pan-American Highway is to connect all the 
countries of the western hemisphere by means of a good all weather road. 
Although construction began on the highway prior to World War II, numerous 


delays have been encountered which have prevented its completion even to the 
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present day. The technical and financial assistance of the United States 
will probably be necessary not only to complete the main arteries, but to 


initiate the expansion of secondary roads into the agricultural regions. 


Education 
The correlation between education, literacy, and economic development in 
any nation is a well established fact. In Central America the higher per 
capita income of Costa Rica, compared to incomes in the other four countries, 
reflect in part the relatively higher percentage of the adult population who 
have been educated. Numerous studies throughout the world have indicated 
this relationship to be true and we may safely assume that elevating the 
educational level in Central America will be accompanied by an increase in 
the level of income. In order to insure that scarce capital resources are 
utilized to the maximum extent possible, an educational expansion plan must 
be developed that will best satisfy the needs of the area. In addition to 
reducing the high level of illiteracy, especially among the younger people, 
a program of vocational training in various fields of agriculture, commerce, 
and industry is urgently required. To achieve these ambitious objectives, 
Central America will have to raise the level of expenditures currently appro- 
priated for education. Although the accumulation of funds is always a pro- 
blem in Central America, it is felt that the business community would perhaps 
support such a tax increase since the long range benefits to the individual 
businessman and to the entire economy would more than offset the immediate 
costs. 
The major effort however, should be in the field of primary education, 
including the training of additional teachers and the construction of addi- 


tional facilities. Primary schools are the chief instrument for reducing 
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the mass illiteracy and providing the basic instruction in such diverge and 
important fields as hygiene and government. The curricula of the secondary 
schools, while currently emphasing preparation for college, will have to be 
broadened to include teaching the general vocational skills required for 
Central America. Although a few specialized technical schools exist at pre- 
sent, a great increase is required especially in the previously mentioned 
fields of agriculture and business. 

The employers of the region should also assume responsibility for improv- 
ing the skills of their workers. On the job training and after hours instruc- 
tion related to increasing efficiency and broadening the experience of workers 
would be beneficial to both employers and employees alike. 

The traditional product of the Central American university has been 
trained in either law, medicine, or civil engineering. Although these grad- 
uates are vital and necessary, it will require in addition, a new breed of 
men to hasten the Central American economy into the modern world. This new 
breed must consist of graduates who have been educated in business and public 
administration, agriculture and scientific research; men in whom has been in- 
stilled the scientific and professional leadership to face up to a highly 
challenging problem. This will not be a simple transformation for the univer- 
sities. Besides the inertia built ower the years, there exists a feeling of 
mutual distrust between the universities and the business world which might 
tend to restrict progress in this area. Both sides must overcome this dis- 
trust and realize that cooperation with each other will have tremendous, far 


reaching advantages. 
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Summary 


Although we have discussed but three problem areas, there are numerous 
other obstacles blocking the path of further economic development. One is 
the existing inequalities in the development level of the individual countries. 
Costa Rica for example, has habitually been the last to ratify all mutual 
economic treaties and agreements in the fear that her higher standard of 
living would suffer by becoming involved with the lesser developed nations. 
This problem is also present in the individual countries to a large extent 
where the "haves" possess little inclination to share their wealth with the 
"have nots''. In spite of the fact that all the countries were once united, 
there are very strong feelings of nationalism present which disdain any type 
of union, even if only economic in nature. The industrial area possesses a 
number of obstacles, the primary of which is the critical shortage of elec- 
tric power which precludes any large expansion of manufacturing capacity. 

From a purely economic point of view the principle deterrent to growth 
in the area, which reappears again and again, is the severe lack of capital 
funds. Unless more financial resources, both public and private, are made 
available for the development of these countries, progress will be impossible. 
All the high hopes and dreams for a better life are pointless unless the money 
is available to launch the various programs. The Common Market is a start, 
and it is felt that the application of honest effort from all the people could 
result in a forward looking and progressive economy for the entire Central 


American area. 
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CHAPTER IV 
PROGRESS OF THE CENTRAL AMERICAN COMMON MARKET TO DATE 

Although the Central American Common Market has been in existence under 
full ratification of the membership of the five countries for only a short 
period of time, (Costa Rica did not ratify until 1963), positive results have 
already been noted. It is still too early to attempt a prediction of the 
final outcome, but the accomplishments are encouraging. This chapter will 
discuss some of these favorable trends and while not professing to cover all 
the areas in the economic integration program, it will deal with those con- 


sidered to be most important. 


Foreign investment 


The Central American Common Market has taken a number of forward looking 
steps to increase the inflow of foreign investment to the region. In ac- 
cordance with article XIX of the Managua Treaty, the countries have establish- 
ed nearly uniform tax incentives for industries. Table I presents a compari- 
son of country by country industrial development incentives and the Central 
American Common Market industrial development incentives. The guiding prin- 
ciples of the incentives are the size of plant, degree of local content, and 
masoer of new jobs created. Industries are classified into three groups as 
follows: 

1. Those that produce industrial raw materials and capital goods, 
consumer goods, containers or semi-finished goods which use at 
least 50% Central American raw materials by value. 

2. Those that produce consumer goods, containers or semi-finished 
goods which use a "high percentage”, but less than 50%, of 
local materials and realize substantial foreign exchange sav- 
ings. 
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3. Those that are not classified in the preceding grape.” 
Groups one and two are further divided into new vs. expanding firms. New 
industries are described as those which will manufacture items not produced 
in the region or those produced by rudimentary methods which are unsatis- 
factory in either quality or quantity. Also eligible for this classifica- 
tion are those industries which, through the utilization of machinery, equip- 
ment, or advanced production techniques, achieve a fundamental change in 
their euviweteristica, ~~ These new characteristics must be condusive to a 
greater volume of output, an improvement of the product and lower costs of 
production. Expanding industries are all those that are not classified as 
new industries. 

A comparison of the maximum incentives granted by the development laws 
of the individual countries reveals a striking similarity. This similarity 
may be attributed to the tendency of the Central American countries to imitate 
each other in legislation of this type, particularly in view of the nature of 
their economies and socio-economic ouppreme.-* All countries grant more in- 
centives to new industries than to expanding industries. Honduras and 
Nicaragua draw further distinctions between necessary and convenient indus- 
tries. As shown in Table I the CACM wide incentives are more generous than 
the national laws in most instances. 

Existing firms now enjoying benefits in a member country may continue to 
do so but may secure better terms, equivalent to those enjoyed by a competi- 
tor in any member country, or enjoyed by those firms operating under CACM a- 
greements. 

Another factor that may influence firms to build plants more rapidly is 
that the incentives granted under national laws must be "used" within one 
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year after they have been granted. To encourage new industries, the CACM 
has established a system whereby a protective outer tariff will be avail- 
able as soon as local production is sufficient to meet at least half of the 
Central American demand for the product. Window glass, light bulbs, and 
machetes are examples of products that have already qualified for tariff 
mamteetion.—” 

The response of foreign investors to the Central American Common Market 
has been quite gratifying to local officials and it indicates the degree of 
confidence in the CACM and in the opportunities available in the region. 
Some of the international firms that have been attracted by the market 


potential of the area and the countries where located are listed as follows: 


El Salvador 


Barreiros of Spain in a joint venture with local businessmen has invested 
$1,000,000 in a truck and tractor plant. 


Esso and Shell have built a refinery and a fertilizer plant. 
Unilever of Holland and H. de Sola in Industria Unisola S. A. have agreed to 
jointly manufacture margarine, detergents, dentifrices, dehydrated foods 


and toiletries. 


A number of German firms, unidentified at present, are to join local interests 
in establishing a $2,000,000 plastics plant. 


Jack Waite Mining Company, U. S. affiliate of Canadian Javelen Ltd., has 
contracted to reopen the Montecristo gold and silver mines. 


Kimberly-Clark has become majority stockholder in a paper manufacturing plant. 
Manhattan International has licensed a local firm to manufacture shirts. 


Honda Motors of Japan has opened a motorcycle assembly plant that will event- 
ually expand to include automobile assembly. 


Volkswagen has invested $1,200,000 in an automobile assembly plant. 


Eberhard Faber has agreed to a joint venture to manufacture pencils, erasers, 
rulers and other office equipment. 


28 











-——- _ 


Costa Rica 

Westomatic of Tampa, Florida is majority owner of a plant producing water 
heaters and refrigerators with expansion to include washing machines 
planned. 

Allied Chemical has opened a $7,500,000 chemical refinery plant. 

Products de Concreto has obtained U. S. loans to construct a concrete 
products plant. 


Guatemala 


General Tire and Rubber has obtained integration status for its tire and 
tube plant. 


Univex of Canada is a minority stockholder in an electrical equipment plant. 
Fuller Company has invested in a joint venture to manufacture brushes and 
associated products. 

Honduras 


Standard Fruit, American Factors, and Stokely-Van Camp are partners in a 
multi-million dollar pineapple canning plant intended to supply world markets. 


Evans Products of Michigan has invested in an existing plywood factory with 
the hope of expanding into a million doilar export operation. 


Nicaragua 


Nestle is a joint owner of a $3,500,000 powdered milk operation. 
General Mills is half owner of a large flour mill. 


Cie Generale d'Enterprise Electriques de Paris has constructed a dry cell 
battery factory.” 


Although the above list may seem impressive, CACM officials are convinced 
that the region will soon attract considerably more industry once potential 
investors realize that the CACM is a reality with a future and not just an- 


Other attempt at union predestined to failure. 
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Foreign Trade 


Central American foreign trade, both imports and exports, has been in- 
creasing at a rapid rate as indicated in Table II. Although the world market 
price for the basic export commodities has been decreasing and is considered 
serious, it has caused less concern than was usually the case in the past. 
This lessening concern is due to the fact that the two primary export commod- 
ities, coffee and bananas, although the major source of foreign capital, are 
decreasing in importance. Coffee, which in 1955 accounted for 55% of the 
total export value of the area, in 1962 was responsible for only 42% of for- 
eign Peceipts.-” A similiar pattern is true for bananas during the same time 
period, as their percentages dropped from 18% to 13%. The present indications 
are that, as the area continues to expand into the manufacturing field, the 


“colonial economy" aspect will slowly diminish although never disappear. 


Intra-regional Trade 


Table III indicates the rapid expansion of trade between the five coun- 
tries. In 1950,$8,300,000 was the total value of intra-regional trade. In 
1962, the figure increased to over $50,000,000 and recent estimates have 
predicted a value of over $100 million for 1964. Prior to 1962, the majority 
of the trade consisted of cattle, corn, sugar, and a negligible amount of 
manufactured goods. Since 1962, manufactured goods have become the principle 
item of commerce in the area. Although intra-regional trade has traditional- 
ly accounted for less than 5% of total trade value, by 1962, it had risen to 
nearly 10% of the value. It is expected that the intra-area trade will 
eventually be equal to 25% of the total trade. 

To facilitate the handling of intra-regional trade, the Central American 
Clearing House was established in October 1961, at Tegucigalpa, Honduras, to 
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TABLE II 


CENTRAL AMERICAN WORLD TRADE* 


IMPORTS 
COUNTRY 1953 1960 1962 1963 
GUATEMALA 80 138 137 150 
EL SALVADOR le 2 125 162 
HONDURAS 62 72 80 a2 
NICARAGUA 51 72 98 107 
COSTA RICA 74 110 114 127 
TOTAL CACM 339 514 554 638 

EXPORTS 
COUNTRY 1953 1960 1962 1963 
GUATEMALA 100 117 114 140 
EL SALVADOR 89 117 136 153 
HONDURAS 68 63 79 105 
NICARAGUA 46 56 82 127 
COSTA RICA 80 86 85 109 
TOTAL CACM 383 439 496 634 


*Values in millions of U. S. Dollars. 


Source: First National City Bank of New York. 1964. 
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TABLE III 


INTRA-CACM IMPORTS* 


1950 1955 1960 1961 1962 
GUATEMALA ap) feo 7.3 10.3 13.0 
EL SALVADOR 3.7 4.1 e227 14.4 18.3 
HONDURAS 2.8 4.9 7.4 8.3 13.8 
NICARAGUA eek | 3.4 1.8 3.4 
COSTA RICA ef 9 Uae, 2.0 1.9 
INTRA-CACM TOTAL 8.3 125 o2./ 36.8 50.4 
% YEARLY INCREASE -- 10.9 21.1 120 36.9 
TOTAL CACM IMPORTS 208.5 360.6 513.9 548 .8 554 
INTRA-CACM IMPORTS 
AS % OF TOTAL IMPORTS 4.0 3.6 6.7 dae ele Cs 


*VALUE IN MILLIONS OF U. S. DOLLARS 


Source: Business Reports, March 1964, Published by Business International. 
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promote the use of Central American currencies for transactions among the 
member nations, thereby avoiding the use of United States dollars as the 
primary means of accelerating economic integration. The local currencies 

are computed on their relative value to an adopted monetary unit, the Central 
American "peso", which is pegged at par with the dollar. During 1962, this 
institution cleared in excess of $24 million. In 1963, a total of $53 million 
passed through the agency, showing an increase of 114% over 1962, and re- 
presenting almost 90% of the total value of the inereerewiapeaieeed nee The 
Clearing House also provides technical advice and assistance to the central 
banks of the member countries and is working closely with the CABEI to 
concord the fiscal policies and procedures of the Common Market. The Clear- 
ing House is also developing a plan that would establish the Central American 


peso as a common monetary unit for permanent use throughout the area. 


Tariffs 

The procedure initially instituted to promote intra-regional trade was 
the elimination of import and export duties on 95% of all products traded in 
the area. The remaining 5% are presently subject to gradual tariff reduc- 
tions which will terminate in complete free trade in 1966. In many cases 
however, the gradual reduction was subsequently deemed unnecessary and in 
these cases, free trade was adopted ahead of schedule. The CACM is also well 
on its way towards adopting a common external tariff schedule for all imported 
goods. Early in 1963, common tariffs were declared on more than 90% of all 
imported items which represented over 1200 separate headings of Serena’ As 
with the intra-regional trade schedule, 1966 should see the adoption of a 


common tariff for all imported goods. 
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Central American Bank For Economic Integration 


Although the original plan of the bank was to finance four types of 
operations, namely; infrastructure projects such as roads and power facilities, 
long term investments in integrated industries, investment in agricultural 
projects, and assisting those industries adversely effected by the advent of 
a common market, it has assumed other important duties in furthering the goal 
of economic integration. It has financed various studies concerned with future 
transportation and power requirements and has acted as the coordinating agency 
in getting numerous regional projects off the ground. 

As of June 1964, the bank had assets of $60 million of which $20 million 
was supplied by the member countries, $30 million from the U. S. Agency for 
Industrial Development (AID), $6 million in industrial credit loans from the 
Inter-American Development Bank (IADB), and $4 million from the Bank of America. 
Thus, within a few short years since its introduction into the capital market, 
the bank has developed into an attractive source of funds for investors and 
in so doing has helped reduce the chronic regional problem of lack of capital. 

The Bank charges 6%% interest on U. S. dollar loans and 74% interest on 
local currency loans. Although the loans are normally for a period of seven 
years, both the time and interest features are quite flexible, depending upon 
the individual case. At the beginning of 1964, the bank had on loan over $16 


million in more than fifty regional sesieerenc® 


GNP and Per Capita Income 
During the period 1958-62, the GNP of Central America rose an average of 


3.4% annually while the population was increasing at a 3% rate. The net result 


was an increase of less than one percent in the per capita GNP. Although the 
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latest statistics are not available, information culled from various sources 
indicates that the GNP of the area increased at a considerably faster rate 
than did the population during the period 1962-64. [It is felt that this gap 
will continue to widen as the effects of the Common Market become more and 


more apparent in Central America. 


TABLE IV 


ECONOMIC INDICATORS 


(CENTRAL AMERICA - AGGREGATE) 





1958 1960 1962 
Population - thousands 10,167 10,811 11,446 
GNP - millions of dollars 2,222 2,365 2,549 
Per capita GNP - dollars 243 243 245 





Source: First National City Bank of New York 


Tourism 

A further outgrowth of the economic integration union occurred in 
January 1964, when the Secretariat for the Integration of Tourism in Central 
America was established. It was believed by many officials that the indepen- 
dent efforts of the various countries to promote tourism were quite inadequ- 
ate to entice many travellers to visit the region, but by combining the 
tourist budgets of all the countries into one fund, an adequate share of the 
market could be obtained. Although no figures are yet available, it is felt 
that this combining of funds cannot help but to increase tourism in Central 
America. It is also quite obvious that this venture can be attributed mainly 


to the common market movement. 
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Summa ry 


Central American world trade is rapidly expanding. Although intra-area 
trade has traditionally accounted for only a small portion of the total trade, 
it now accounts for more than 10% of the total and is still increasing. 
Through the efforts of the CACM economic infrastructure, especially the CABEI, 
a broad program of coordinated development has been undertaken. These iaheiye 
integration efforts combined with abundant natural resources are presenting 
p rofitable opportunities for both local and foreign investors. Although the 
CACM is still quite young, it has demonstrated that it is capable of produc- 


ing positive results on many fronts. 
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CHAPTER V 
SUMMARY AND CONCLUSIONS 

Summary 

Though it got underway in earnest less than five years ago, the Central 
American Common Market already has eased tariffs on 98% of all the goods 
made and traded among the five countries. This has opened sizable new markets 
for the Central American businessmen who were formerly restricted to trading 
within their own countries because of the high tariff barriers. Intra- 
regional trade should account for at least 25% of the total trade value by 
1970. r 

The CACM is also attracting a rising number of new business ventures. 
Some are financed by the AID while others are obtaining their funds from the 
CABEI. A considerable number however, are being financed by private capital, 
as companies from countries such as the United States, Germany, and Japan 
scramble to get in on the ground floor of the developing economic movement. 

The common market movement has extended itself far beyond simple tariff 
reductions. The countries are tackling joint problems and establishing region- 
al institutions for finance, education, trade, and investment. They have in- 
tegrated their tourist promotion efforts under a single secretariat. A 
monetary council is promoting a unified currency using the peso on par with 
the U. S. dollar. A uniform code of tax incentives has been adopted by four 
of the countries. Further developments are possible even including that elu- 
sive goal of complete political union. 

Traditionally agriculture has been the major industry in the five Common 
Market countries. The fact that population growth has risen at a faster rate 


than has agricultural income and that Central American countries turn out to 
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have industrial opportunities does not diminish the tremendous importance 
agriculture still has in generating purchasing power in these countries. It 
is vital that a segment of the economy that supplies over one-half of the 
value of exports should not be neglected in the race to industrialize the 
region. 

The most frustrating moments encountered in writing this paper were the 
attempts made to obtain the vital statistical data of Central America. The 
sources used ranged from official United Nations publications to weekly 
issues of Time Magazine. Although the various United Nations publications 
should be considered to be the primary source of all statistics, all were 
not available to the authors despite seemingly infinite attempts to obtain 
them. it was therefore necessary to resort to other sources for the informa- 
tion. These included, in addition to scholarly works on the region, the 
publications of private societies and associations who usually had a commer- 
cial interest in the Central American area. The figures quoted in many 
instances are, in the opinion of the authors, the most probable however, not 
necessarily the absolute truth. Since many of the statistics from different 
sources varied to a very great extent, it is doubtful if anybody knows the 


real truth. 


Conclusions 
In any analysis of the Central American Common Market three main factors 
stand out as an indication of the bright future for the market. These are: 
Ll; In spite of local political unrest, both internal and between 
some of the countries, the activities of the integration move- 
ment have been carried on without interruption. 
Zz The program as originally mapped out by the countries is progress- 
ing on schedule and indeed, in many instances, it is well ahead 
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of schedule. 

ie The enthusiasm of those most active in the CACM, both public 
and private, has been overwhelming. It is this latter factor, 
the attitude of the men involved, that is Central America's 
most valuable asset as it strives to better itself economical- 
ly and to take a more active role in the modern society of 
tomorrow. 

Much of the experience gained in Central America can be useful to other 
underdeveloped nations of the world as they strive to gain an economic foot- 
hold in their drive towards prosperity. Needless to say, the pattern follow- 
ed by the CACM cannot be duplicated exactly by other nations, however, valu- 
able lessons can be learned through a review of the studies effected and 
the methods utilized by the CACM for the treatment of common problems in the 
area. 

The ultimate significance of regional integration in Central America 
reaches far beyond the boundaries of this limited study. It is quite evident 
however, that the CACM is meeting the challenging test of the concept of 
economic regionalism under the most difficult circumstances of physical, 
social, and economic underdevelopment. The Central American Common Market 
still has weaknesses, but the success of operations to date has laid a firm 


foundation for future economic growth. 
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APPENDIX A 
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1, MULTILATERAL TREATY ON FREE TRADE ANC CENTRAL AMERICAN ECONOMIC INTEGRATION 


- 


eo Governments of the Republic of Cuatemala, E] Salva--: 


lor, Honduras, Niearagua and Costa Rica, desirous of in- 
tensifying and strengthening their eommon bonds of origin 
gnd brotherhood, and with a view to effecting the pro- 
§ressive integration of their economics ensuring tho develop- 
ment of their markcts) promoting tho production and ox- 
hange of goods and services and raising the standards of 
iving and employment of their respectivo populations, there- 
by contributing to the re-establishment of the ceonomic unity 
@f Central Amcriea, have agreed to eonelude the present 
Multilateral Treaty on ree Trade and Central Amcriean Eev- 
Romie Integration, which shall be progressively implement- 
¢d, and for that purpose have appointed as their respective 
plenipotentiarics: 


H.E. The President of the Republie of Guatemala: José 
Guirola Leal, Minister of Economie Affairs: 

“ELE. Tho President of the Republie of El Salvador: Al- 
fonso Rochac, Minister of Economic Affairs; 

H.E. The President of the Couneil of Ministers, ¢xercis- 
ing the powers of the Exceutive of the Republie of 
Wonduras:; Femando Villar, Minister of. Eeonomio 
Affairs and Finance; 

H.E. The President of the Republie of Niearagua: Enri- 
que Delgado, Minister of Economie Affairs; 

H.E. The President of the Republic of Costa Rica: 
Wilburg Jiménez Castro, Viec-Mnister of Eeonomie 
Affairs and Finanee; 


exehanged their respeetive full powers, found 
duo form, have agreed as follows: 


\ 
Chapter I 

TRADE REGIME 
Article I 


With a view to ereating a customs union between their re- 
spective tcrritorics as soon as conditions are favourable, the 
Contraeting States hereby agree to establish a frec-trado 
régime, whieh they shall endeavour to peree: within a 
period of ten years from the date on which the present 
Treaty enters into foree. To that end, they resolve to abolish 
as botween their territories the customs duties, charges and 
conditions hereinafter mentioned, in respeet of the eommodi- 
ties specified in the appended schedule constituting annex A 
to this Treaty. | 
Consequently, tho natural products of tho Contnse ule 
States and the articles manufactured in thcir territories, provid- 
ed that they are included in the aforesaid sehcdule, shall be 
exempt from import and export dutics as well as taxes dues 
and eharges levied on imports or exports or on the oeeasion 
of importation or exportation, whether they be of a national, 
municipal or any other nature and whatever their purpose. 


The exemptions stipulated in this article shall not include 
charges for lighterage, wharfage, warchousing or handling 
of goods or any other charges whieh may Iecgitimately be 
levied for port, warehouse or ‘transport services; nor shall 
‘they include exehange differentials resulting from the exist- 
enee of two or more rates of exchange or from other exchange 
regulations in any of the Contracting States. 


. 


who, having 
_- in good and 
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When a commedity or articlo ineluded in the annexed 
schedule is subjcet to internal taxes, eharges or duties of 
any kind levied on production, sale, distribution or.eonsump- 
tion in any of tho Contraeting States, the State conegmed 
may levy an cquivalent amount on similar goods impprtod 
from another Contrneting State. ar 


; , Articlo If 


Goods originating in the territory of any of the Contract- 
ing States and included in the schedule appended to this 
Treaty shall be accorded in all the Contracting States the 
same treatment as domestie goods and shall be exempt from 
any quota or other restrictions execpt for such measures as 
may be legally applicable in the territories of the Contracting 
States for reasons of public health, seeurity or polieo eontrol. 


Article IL 


Goods originating in any of the Contracting States and which 
are not ineludeal in the annexed schedule shall be accorded 
unconditional and unlimited most-favoured-nation treatment 
in the territory of the other Contracting States. 

The above treatrnent shall not, however, be extended to 
eoncessions granted pursuant to other free trado treaties 
eoneluded between Central American States. 


Article IV 


® 


The Contraeting States, eonvinecd of the ncecssity of cqualiz- 


ing their customs tariffs and firmly determined to establish 
a customs union between their territories, undertake, sub- 
ject to the opinion of the Central Amcrican Trade Commis- 
sion referred to hereinbelow, to equalize the duties and other 
charges imposed by them individually on imports 
uae listed in the sehedule appended hercto, or whieh may 
ee subsequently ineluded therein, and on their -principal 
raw materials and the necessary eontainers. 

For the purposes indicated in the preceeding paragraph, 
the Commission shall*prepare and submit to the Contraeting 
Governments, within a period, not exceeding one year, tho 
appropriate draft contractual agreement or agreements for 
the cqualization of import duties. 


Artielo V 


The Governments of the Contraeting States shall endeavour 
to refrain from obtaining or granting eustoms exemptions on 
imports from outside Central America of artieles produced in 
any of the Contraeting States and listed in the sehedule ‘ap- 
pended hercto. 

The Contracting States shall further endeavour to equalize 
the advantages granted by them to industries produeing any 
of the artieles listed in the sehedule, to the extent that 
such advantages might, in the opinion of the Central Amer- 
iean Trade Commission, entail unfair competition in tho 
said goods. 


Article VI 


0. by ee ebt mods 


ed 


of = 


Subjeet to the-opinion of the Central Ameriean Trade Com- 


mission, the sehcdule appended to his Treaty may be exe 
tended by mutual agreement between the Contracting States, 
by means of additional protoeols and in accordance with 
their respeetive constitutional proceedures. 
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Article VII 


In order that they may enjoy the advantages stipulated in 
this Treaty, the goods listed in the schedule appended hereto 
shall be entered on a customs form, signed by the exporter 
and containing a declaration of origin. That form shall bo 
produced for inspection to the customs officers of the coun- 
tries of origin and destination, in conformity with annex B 
of this Treaty. 


Article VIII 


The Central Banks of the Contracting States shall co-operato 
elosely with a view to preventing any eurrency speculation 
that might affect the rates of exchange and maintaining the 
convertibility of the currencies of the respective countries 
on a basis which, in normal conditions, shall guarantee the 
- freedom, uniformity and stability of exchange. 

Any of the Conudcias States which establishes quota 

restrictions on international currency transfers shall adopt the 
measures necessary to ensure that such restrictions do not 
discriminate against the other States. 
* In case of serious balance of payments difficulties which 
_ affect or are apt to affect the monetary and payments rela- 
tions between the Contracting States, the Central American 
Trade Commission, acting of its own motion or the request 
of\one of the Governments, shall immediately study the prob- 
lexa for the purpose of recommending to the Contracting 
Governments a satisfactory solution compatible with the mul- 
tilateral free trade régime. 


Chapter II 


DISCRIMINATORY PRACTICES 
Article IX 


Subject to the provisions of the bilateral Central Amer- 
ican treaties in force and to any provisions that may be 
agreed updn in future treaties between Central American 
States, the Contracting States agree to the following provi- 
sions with a view to ensuring a broad application of the 
principle of non-discrimination in their trading relations: 

a) Any goods not included in the schedule appended to 
this Treaty and subject to quota restrictions imposed by a 
Contracting State shall, upon importation from the territo 
of another Contracting State or upon exportation to such 
a territory, be accorded treatment no less favourable than that 
accorded to similar goods of any other origin or destination; 

b) No Contracting State shall establish or maintain any 
internal duty, tax or other charge on any goods, whether 
or not included in the appended schedule, originating in the 
territory of another Contracting State, nor shall it enact or 
impose any regulations regarding the distribution or retailing 
of such goods, when such charge or regulations place or 
tend to place the said goods in an unfavourable position by 
comparison with similar goods of domestie origin or imported 
from any other eountry; 

c) Should « Contracting State establish or maintain a place 
of business or an agency or ge special privileges to a 
specifie cstablishment to attend exclusively or principally, 
permanently or occasionally to the production, exportation, 
importation, sale or distribution of any poe such State 
shall grant to the traders of the other Contracting States 
equitable treatment with respect to purchases or sales which 
the said place of business, agency or establishment effects 
abroad. The institution piceried. shall act in accordance 
with private business practice and shall afford the traders 
of the other countries reasonable opportunity to compcte 
for participation in such purchases or sales. 


Chapter Til 
INTERNATIONAL TRANSIT 
Article X 
Each of the Contracting States shall ensure full freedom of 


transit through its territory for goods proceeding to or from 


another Contracting State. = 
Such transit shall not be subject to any deduction, discri- 
mination or quota restriction, In the event to any traffic 


congestion or any fonn of force majeure, each Contracting 

Stato shall handle consignments intended for its own popula- 
ae and those in transit to the other States on an equitable 
asis. 

Transit operations shall be carricd out by the routes 
prescribed by law for that purpose and subject to the eustoms 
and transit laws and regulations sontcante in the territory 
of transit. 

Goods in transit shal] be exempt from all duties, taxes 
and other fiscal charges of a municipal or other echaragter 
imposed for any purpose’ whatsoever, except charges gener- 
ally applicable for services rendered or for reasons of securi- 
ty, maeiie health or police control. or 


Chapter IV 
EXPORT SUBSIDIES AND UNFAIR BUSINESS PRACTICES 


Articlo XI 


No Contracting State shall grant any direct or indirect sub- 
sidy towards the export of any goods intended for the terrjtory 
of the other States, or establish or maintain any system result- 
ing in the sale of such goods for export to any other Contract- 
ing State at a price lower than the comparable price charged 
for similar goods on the domestie market, due allowance 
being made for differences in the conditions of sale or in 
taxation and for any other factors affecting price com- 
parability. 

Any measure which involves fixing of prices or priee dis- 
erimination in a Contraeting State shall be deemed to econsti- 
tute an indircct export subsidy if it involves the establish- 
ment of a sales price for specitie goods in the other Contrat- 
ing States which is lower than that resulting from nonnal 
eompctition in the market of the ea country. 

However, tax exemptions or refunds of a general nature 

ranted by a Contracting State with a view to eneouraging 
the production in its territory of specificd goods, shall not 
be deemed to constitute an export subsidy. 

Similarly, any exemption from internal taxes ehargeable 
in the exporting State on the production, sales or consump- 
tion of goods exported to the territory of another State shall 
not be atened to constitute an export subsidy. Further- 
more, the differences resulting from the sale of foreign 
currency on the free market at a rate of exchange higher 
than the official ‘rate shall not normally be deemed to be 
an export subsidy; in case of doubt, however, on the part 
of one of the Contracting States, the matter shall be sub- 
mitted to the Central American Trade Commission for its 
consideration and opinion. 


Article XII 


As a means of precluding a practice which would be in- 
consistent with the urposes of this Treaty, eaeh Contract- 
ing State shall employ all the legal means at its disposal 
to prevent the exportation of goods from its territory to 
the territories of other States at a price lower than their 
normal value, if such exportation would prejudice or jco- 
pardize the production of the otler States or retard the . 
establishment of a domestic or a Central Ameriean industry. 

Goods shall be considered to be exported at a price lower 
than their normal value if their price on export is less 
than: 

a) the comparable price, in ordinary trading conditions, 
of similar goods destined for domestic consumption in the 
exporting country; or 

) the highest comparable price of similar goods on their 
export to any third country in ordinary trading conditions; or 

c) the cost of production of the goods in the country of 
origin, plus a reasonable addition for sales eost and profit. 

Due allowance shall be made in each case for differences 
in conditions of sale or in taxation and for any other factors 
affeeting price comparability. 


Article XMI 
If, notwithstanding the provisions of this ehaptcr, an unfair 


business practice is discovered, the State affeeted shall take 
steps with the competent authorities of the other State to 


“se 
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ensure the elimination of that practice and, if necess 


, ma 
adopt 4 


rotective measures, provided that the matter is then 


referred to the Central American Trade Commission _ for 
study and appropriate recommendations, . 
ry Chapter V . 
‘TRANSPORT AND COMMUNICATIONS 
Article XIV 


The Contracting States shall endeavour to construct and 
maintain lines of communieation to facilitate and increase 
traffic between their territories. ; 

hey shall also endeavour to standardize the transport 
cates sccon their territories as well as the relevant laws 
and regulations. 


Article XV 


Commereial and private vessels and aircraft of any of the 
Contracting States shall be accorded in ports and airports 
of *the other States open to international traffie the same 
treatment as is extended to national vessels and _aireraft. 
The same treatment shall be extended to passengers, crews 
es freight of the other Contracting States. 

and vehicles registered in one of the Contracting States shall 
enjoy the same treatment in the territory of the other States, 
for the duration of their temporary stay there, as is ac- 
corded to vehicles registered in the State of visit. 

Motor transport undertakings of any Contracting State 
engaged in providing inter-Central Ameriean scrvices for 
passengers and freight shall enjoy in the territory of the 
other States the same treatment as domestic undertakings. 

Private vehicles and vehicles which are not used for .the 
regular inter-Central American transport of persons and goods 
shall be admitted to the territory of the other Contracting States 
under a temporary duty-free importation system and shall 
be subject to the relevant. legislative prausicns 

Vessels of any Contracting State plying between the ports 
of Central America shall Ee subject, in the ports of the 
Beer, States, to the same coastal shipping régime as domestic 
vessels. ; 

The provisions of this article shall not affect the duty to 
comply with the formalities of registration and control pre- 
scribed in eaeh eountry in respect of the entry, stay or exit 
of vessels, aircraft or vehicles for reasons of public health, 
security or police control, public policy or fiseal necessity. 


Article XVI 


The Contracting States shall endeavour to improve the tele- 
comunications systems betwecn their respective territories and 
shall direct their combined efforts towards the attainment 
of that objective. 


~ 


Chapter VI 


INVESTMENTS 
Article XVII 


Each of the Contracting States, acting within the framework 
of its constitution, shail grant national treatment to capital 
investments made by nationals of the other States, and 
shall recognize the right of such persons to organize or 
manage production, commercial or financial undertakings, or 
to participate therein, on the same footing as its own na- 
tionals; cach Contracting State shall also oxtend oquit- 
able and nondiseriminatory treatment to applications for 
transfers of funds accruing from capital investments made 
by nationals of the othcr States. 


Chapter VII 


CENTRAL AMERICAN TRADE COMMISSION 
Article XVII 


The Contracting Statcs agree to establish a Central Amer- 
ican Trade Commission, to which each of the Contracting 
States shall appoint a representative; the Commission shalf 
incet as frequently as its work may require or at the re- 
quest of any of the Contracting States. 


The Commission or any of its members may travel freely 
in the Contracting States to study matters within the Com- 
mission's compctence in the ficld, and the authoritics of the 


Contracting States shall provide them with whatever ine — 


formation and facilities may be necessary for the proper 
discharge of their functions. 
The Commission snall haye a permancnt sccretariat, whiel 
shall be under the responsibility of the Gencra] Secretariat 
of the Organization of Central American States. 9 
The Commission shall adopt its rules of procedure unan- 
imously. ; 


4 


Article XIX + 


The functions of the Central American Trade Commission 
shall be as follows: 

a) To propose to the Contracting States measures con- 
ducive to the development and improvement of the Central 
American free-trade zone referred to in this Treaty as well 
as measures designed to attain the objectives of Central 
Ameriean economic integration, and to prepare a specific 
plan for such purposes including a customs union and the 
establishment of a Central American common market; 

b) At the request of one or several Governments to study 
questions and matters relating to the development of inter- 
Central American trade, in particular those connected witli 
the application of this Treaty, and to propose measures for 
the soe of any problem which may arise; 

c) To study produetion and trade in the Contractin 
to recommend additions to the appended schedule an 
appropriate measures to ensure: 

i) the standardization of eustoms tariffs and regulations; 

ii) the establishment of a single fiscal system for articles 

under State monopoly and for goods subject to pro- 
duetion, sales and consumption taxes; 

iii) the conclusion of agreements designed to avoid double 

taxation in the matter of direct taxes; 


States, 
to take 


iv) the improvement of inter-Central American transport 


through the conclusion of appropriate agreements; 
v) the applieation of the decimal metrie system of 
weights and measures. 


d) To collect and analyse statistics and other data relat- 


ing to trade between the Contracting Statcs. 

In fulfilling these functions, the Commission shall avail 
itself of the reports and studies made by other Central 
Ameriean and international organizations and agencies. 

The Central American Trade Commission shall give priorit 
attention to the problem of equalizing eustoms tariffs an 
shall submit to the Eeonomie Council of the Organization 
of Central American States, for consideration at its ordinary 
scssions, draft contractual agreements covering the greatest 
possible number of products. 


Article XX 


The competent authorities of the Contracting States shall 
collect, elassify and publish the statistical data relating to 
import, export and transit operations carricd out under the 
terms of this Treaty, in accordanee with the rules laid down, 
by mutual agreement, by the Central American Trade Com- 


mission and the statistieal organizations of the Contracting. 


States. 
Chapter VOI 


INDUSTRIAL INTEGRATION 
Article XXI 


With a view to promoting industrial development consistent 
with the purpose of this Treaty, the Contracting States shall 
adopt, by mutual agreement, measures designed to further 


‘the establishment or expansion of regional industries directed 


towards a Central American common market and of par- 


ticular interest to the economic integration ‘of Central... . 


America. 
Chapter IX 


GENERAL PROVISIONS 


Article XXII 


Tlie Contracting States shall adopt, as a basis for their 
customs tariffs and statistics, the Uniform Central American 


a 
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Customs Nomenclature (Nomenclatura Arancelaria Uniferm3 


Certroamericana (NAUCA) and the Uniform Central Amer- 
icon Nomenclature for Exports. 


Azticle XXII 


The nationals of any Contracting State shall enjoy in the 
terzitory of all other Contracting Statcs national treatment in 
commercial and civil matters, in accordance with the in- 
ternal Icgislation of each State. 


= 


; Article XXIV 


Considering that this Treaty is spectfically Central Amer- 


ican in charactcr and is designed to lay the foundations for 
a customs union of the Contracting States and for the pro- 
gressive intcgration of thcir economics, the ontractin 
States agrec that before signing or ratifying any mula 
agreements relating to commoditics, trade or customs con- 
ecssions, and before acccding to any international organiza- 
tion cstablished under those agrcements or negotiating any 
arrangements within the framework of. such an organization, 
icy shall consult each other with a vicw to agreeing, if 
possible, on a common and united policy. 

The Contracting Statcs shall also eadceeous to adopt a 
common position at inter-American or world economic con- 
ferenecs or mcctings. 

The Contracting States agree to maintain the “Central 
American exception clause” in any trade agreements they 
may conclude on the basis of most-favoured-nation treatment 
With any countrics other than the Contracting States. 

The Contracting States dcclare that, in concluding this 
Treaty, they are prompted by the desire to establish closer 
mutual links, as States of Central America governed by the 
fo pe ciples of a Central American publie law. To 

at end, thcy agree that if any of the trade agrecments 
they may conclude with othcr countries or their participa- 
tion in other international arrangements should constitute 
an obstacle to this Treaty, particularly as a rcsult of the 
provisions, cmbodicd in the other treaties permitting other 
countrics to claim no less favourable treatment, they shall 
rencgotiate or, as the case may be, denounce them at the 
carlicst opportunity, with a view to avoiding the difficulties 
or prejudice which might ensue for the Contracting States 
as a result of claims of that nature. 

Tho Contracting Statcs also undertake not to conclude 
any new agreements with other countries which are contrary 
to the spirit and purposes of this Treaty and, in particular 
to the provisions of this article. 


Axticle XXV 


The Contracting States agree to settle amicably, in the 
spirit of this Trcaty, and through the Central American 
Trade Commission, any differences which may arise in the 
interpretation or application of any of its provisions. If 
agreement cannot be reached, ane shall submit the matter 
to arbitranon. For the purpose of constituting the arbitral 
tribunal, each Contracting State shall propose to the Secre- 
tariat of the Organization of Central American States the 
names of thrce judges from its Supreme Court of Justice. 
From the complete list of candidates, the Secretary-Gencral 
of the Organization of Central American States and the 
Government representatives in the Organization shall sclect, 
by drawing lots a tribunal composed of five arbitrators, no 
two of whom may be nationals of the same State. The 
award of the arbitral tribunal shall require the concurring 
votes of not Icss than three members, and shall be binding on 
all the Contracting States so far as it contains any ruling con- 
cerning the interpretation or application of the provisions 
of this Treaty. } 


Article XXVI 


Any provisions of this Treaty which “are broader in scope 
than those contained in other trade treaties between Central 
American countrics shall prevail over the latter. 

With a view to promoting the consolidation and enlarge- 
ment of the multilatcral free trade régime, the Contract- 
ing States shall endeavour to extend free trade zones estab- 
ished by virtue of bilateral treaties. 


< 
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Chapter X 
TEMPORARY REGIMES 


Article XXVII 

With a view to the gradual application, whenever advisable, 
of the free-trade régime established by virtue of the present 
sane the Contracting States may conclude special protocols 
tor the adopiion of temporary regimcs introducing projres- 
sive tariff reductions, which shall be carried into etfect by 
stages and shall be applicable to products not listed in annéa 
A with the ultimate purpose of incorporating them in the 
said annox, 

The Contracting States may also, in like manncr, establish 
special temporary régimes for products not included in an- 
nex A which may be subject to import or export quota 
restrictions. ) 


In exceptional cases and for spccificd products, thero may . 
also be established, by means of additional protocols be- 
tween all of the Contracting States, a frce trade régime ap- 
plicable only to certain specified Contracting Statcs and 
providing for progressive reductions in customs tariffs with 
the remaining country or countries, with the ultimate aim 
of securing the incorporation of the products concerned in 
annex A. 


Chapter XI 
FINAL PROVISIONS 
Article XXVIII 


This Treaty shall enter into force, in the case of the first 
three States to ratify it, on the date of deposit of the third 
instrument of ratification; and in the case of tho States 
which ratify it subsequently, on the date of deposit of tho 
relevant instruments of ratification. 


This Treaty shall remain valid for a period of ten years 
from the initial date of its entry into force; it shall be 
tacitly renewable for successive periods of tcn ycars. 


Any Contracting State may denounce this Bie, by giv- 
ing notice to that effcct not later than six months bere 
the date on which the initial or any subsequent period of 
validity expires. Denunciation shall take cffcct, for the de- 
nouncing State, as from the date of expiry of the relevant 
period of validity of the Treaty. The Treaty shall remain 
in force as between the othcr Contracting Statcs so long 
as at least two Statcs continue to be parties thcreto. 

This Treaty shall be submitted for ratification in each 
Contracting State in conformity with their respective con- 
stitutional or legislative procedures. 


The Gencral Secretariat of the Organization of Ccntral 
American States shall act as depository of this Treaty and 
shall send a certified copy thereof to the Ministry of Forcign 
Affairs of each of the Contracting States. It shall also 
notify the Contracting States of the deposit of the rclevant 
instruments of ratification as well as of any denunciation 
which may occur within the prescribed time-limit. When 
the Treaty comes into force, it shall also transmit a ccrtifi- 
ed copy thereof to the Secretary-General of the United Na- 
tions, for registration in conformity with Article 102 of the 
United Nations Charter. 

IN WITNESS WHEREOF the 
have signed this Treaty. c 

DONE at the City of Tegucigalpa, D.C., Honduras, this 
10th day of June 1958. 


For the Government of Guatemala: 


1. With reservation to article XXV of this Treaty, in ac- 
cordance with the Proreioas of paragraph 3, subparagraph 
b) of article 149 of the Constitution of the Republic. 


2. With the reservations made by Guatemala to the 
schedule of articles covered by the free trade agreement (an- 
nex A), as indicated in the notes to the said schcdule. 


José Guirola Leal 
Minister of Economie Affairs 


respective plenipotcntiarics 





For the Government of El Salvador: 


With the reservations made by El Salvador to the schedule 
of artigles covered by the free trade agreement (annex A), as 
De ndicafed in the notes to the said schedule. 


Alfonso Rochac 
Minister of Economic Affairs 


For tho Government of Honduras: 


With the reservations made by Honduras to the schedule 
of articles covered by the free trade agreement (annex A), as 
indigated in the notes to the said schedule. 


u 
J 


- Fernando Villar 
nl Minister of Economic Affairs and Finance 
: % 
| 
$ 
io 


For the Government of Nicaragua: 


With the reservations made by Nicaragua to the schedule 
of articles covered by the free trade agreement (annex ~.. 
A), as indicated in the notes to the said schedule. 


‘Enrique Delgado 
Minister of Economic Affairs 


For the Government of Costa Rica: 


With the reservations made by Costa Rica to the schedule 
of articles covered by the free trade agreement ((annex 
A), as indicated in the notes to the said schedule. a. 


Wilburg Jiménez Castro “ 
Vice-Minister of Economic Affairs and Finance 
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APPAWDIX B 


ow 


The Governments of the IKepublic of Guatemala, El Salvador, 
tonduras, Nicaragua and Costa Rica, 

Having regard to the objectives of the Central Amcrican 
Economic Integration Programme which was undertaken 


through the Central American Economic Co-operation Com- 


mittee and, in particular, to article XXI of the Central Amer- 
ican Multilateral Free Trade and Integration Treaty, 

Desirous of strenghthening the natural and_ traditional 
bonds of brotherhood which unite their countries, and of 
Coroperating towards the solution of their common economic 
problems, 

“Hlaving as their basic aim the improvement of the livin 
standards of the Central Amcrican peoples and the rationa 
use, for that purpose, of thcir natural resources, and being 
convinoed that, within the economie development program- 
mes of the Central American Isthmus, the integration of their 
¢gonomies offers favourable prospects for the expansion of 
trade between their countries and for a more rapid industrial- 
ization process on the basis of mutual interest, 

‘“IIave decided to conclude the present Agreement, which 
prescribes a Régime for Central American Integration Indus- 
tries, and for that purpose have appointed as their respect- 
ive: plenipotentiarics: . 

H. E. the President of the Republie of Guatemala: José 
Guirola Leal, Minister of Economic Affairs; 

Ht. &. the President of the Republie of E] Salvador: Alfon- 
so Rochac, Minister of Economic Affairs; 

H. Is. the President of the Council of Ministers exercising 
the powers of the Executive of the Republic of Honduras: 
Fernando Villar, Minister of Economic Affairs and Finance; 

HI. E. the President of the Republic of Nicaragua: Enrique 
Delgado, Minister of Economic Affairs; and 

H. IX. the President of the Republic of Costa Rica: Wilburg 
Jiménez Castro, Vice-Minister of Economic Affairs and 
Finance 
who, having exchanged their full powers, found in good and 
due form, have agrccd as follows: 


Article I 


The Contracting States undertake to encourage and promote 
the cstablishment of new industrics and the specialization 
and expansion of existing industries within the framework 
of Central Amercan cconomic integration, and agree that the 
development of the various activities which are or may be 
included in such a programme shall be effected on a re- 
ciprocal and equitable basis in order that each and every 
Central American State may progressively derive economic 
advantages. 
Article I 


Tho Contracting States declare their interest in the develop- 
ment of industries with access to a common Central Amer- 
ican markct. These shall be designated Central American 
integration industrics and shall be so declared jointly by 
the Contracting States, through the agency of the Central 
Amcrican Industrial Integration Commission established in 
conformity with article VIII of this Agreemcnt. 

The Contracting States shall regard as Central American 
integration industries those industries which, in the judge- 
ment of the Central American Industrial Integration Com- 


‘mission, comprise one or more plants which require access 


to the Central American markct in order to operate under 
reasonably economic and competitive conditions even at 


‘ minimum capacity. 


Article OI 


“The application of the present Régime to the Central Amer- 


ican integration industrics is subject to signature by the 
Contracting States, in respect of cach of the said industries, 


~of an additional protocol stipulating: 


a) the country or countries in which the industrial plants 
covered by this Régime are to be initially situated, the 
minimum capacity of the said plants and the conditions 
under which additional plants are to be subsequently 
admitted into the same or other countries; 

b) the quality standards for the products of the said in- 
dustries and any other requirements that may be deemed 
convenient for the protection of the consumer; 


2. AGREEMENT ON TIE REGIME FOR CENTRAL AMERICAN INTEGRATION INDUSTRIES 


c) the regulations that may be advisable as regards the 
participation of Central Amcrican capital in the enterprises 
owning the plants; 

d) the common Central American tariffs which shall be ap- 
plied to the products of Central American intcgration 
industries; and 

e) any other provisions designed to ensuro the attainment 
of the objectives of this Agreement. Saas 


Article IV ‘ 

The products of plants which form part of a Central Amor- 
ican intcgration industry and which are covered by tho pres- 
ent Régime, shall enjoy the bencfits of free trade between. 
the territories of the Contracting States. 

The products of plants which form part of the same in- - 
dustry but which are not covered by the Ag shall enjoy 
in the Contracting States successive annual reductions of 
ten per cent in the applicable uniform Central American 
tariff, from the date specified in the rclevant additional 
protocol. As from the tenth year, such products shall ehjoy 
the full benefits of free trade. ' 

Except as provided in the preccding paragraph and in any 
other provisions of this Agrcement or of the additional protocols, 
all trade in commoditics produeed by the Central American 
integration industries shell be governed by the provisions 
of the Central American Multilateral Free Trade and Eco- 
nomic Integration Trcaty. 


Article V 


In conformity with the provisions of article IV of the Central 
American Multilateral Free Trade and Economic Integration 
Treaty, the Central American Trade Commission shall ove 
priority consideration to the equalization of the customs dut- 
ics and other charges Icvied upon imports of commodities 
that are similar to or substitutcs for the commoditics 
produced by the Central American integration industries 
covered by the additional protocols to this Agreement, as 
well as upon imports of raw materials and of the containcrs 
necessary for their production and distribution. 


Artiele VI 


Since the Contracting States intend to grant to the Ccntral 
American integration industries ample fiscal incentives, the 
enterprises owning industrial plants covered by the present 
Régime shall enjoy, in the territory of the countries where 
such plants are or may be established, the benefits and 
exemptions prescribed by the national Icgislation of the 
country concerned. 


: Artiele VII 


Except in cases of emergency, the Governments of the 
Contracting States shall not grant customs duty cxcmptions 
or reductions below the Central American common. tariff 
on any imports from countries outside Central America of 
goods which are equal or similar to or substitutes for goods 
manufactured in any of the Central American countrics by 
plants of eekerell integration industries, nor shall the: 
apply to such imports prefcrential exchange rates equivald 
ent to such exemptions or reductions. 

The Governments and othcr State bodies shall also give 
preference in their official imports to the products of thg 
Central American integration industries. 


Artiele VOI 


In order to ensure due application of this Agrcement and 
of the additional protocols, the Contracting States agree to 
establish a Central Amcrican Industrial Integration Com- 
mission, to which each of the Contracting States shall ap- 
point a special representative; the Commission shall meet 
as frequently as its work may require or at tho requcst of 
any, of the Contracting States. 

he Commission or any or its members may travel freely: . 
in the Contracting States in order to study matters within 
the Commission’s competence in the field, and the authori- 
ties of the Contracting Statcs shall provided them with 
whatever information and facilitics may be necessary for tho 
proper discharge of thcir functions, 


sim 
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The Commission shall have a permanent secretariat which | 


shall be under the responsibility of the General Secretariat 
of ‘the Organization of Central American States. 

The Commission shall adopt its rules of proccdure un- 
animously and shall prescribe the regulations relating to the 
conduct of matters within its competence, in particular the 
regulations relating to the conditions and form in which, 


in ¢ach specific case, the views of private enterprise shall 


be ‘heard. 


:. 

* Article 1X 
Individuals or bodies corporate desiring the incorporation of 
azgiven plant into the present Régime shall present an ap- 
plication to that effect to the Sceretariat of the Central 
Amcrican Industrial Integration Commission and accompany 
it with the required information. 

When the Secretariat has sufficient information available, 
it shall advise the Commission of the application. If the 
Commission finds that the project meets the aims of this 
Agrcement, the application shall be referred for an opinion 
to rthe Central Amcriean Research Institute for Industry or 
to any other person or body that the Commission considers 
compctent. Such opinion shall take into aecount the tech- 
nological and economie aspects of the project and, in par- 
ticular, the market prospects, and the costs incurred shall be 
borne by the rected parties. / 

The Commission shall decide on the project on the basis 
of the said opinion, and if it finds the project capable of 
being realized, shall make whatever recommendations it 
considers pertinent to the Governments of the Contracting 
States on the conclusion of the protocol covering the indus- 
try concerned and on the conditions to be stipulated. 

When the project refers to a plant which forms part of 
an industry already covercd by a protocol, the Commission 
may, in conformity with the terms of the relevant protocol 
and of this article, declare that the plant shall be admitted 
to the benefits of the present Régime and advise to that 
effect the Governments of the Contracting States. 


Article X 


The Central American Industria] Integration Commission 
shall submit an annual report on its activities to the Contract- 
ing States. 

The Commission shall periodically carry out studies with 
a view to enabling the Governments to evaluate the rcsults 
of the application of the present Régime. 

The Commission may propose to the Contracting States 
measures favourable to the development of the Central 
American integration industries and to the efficient function- 
ing of their plants. The Commission may also propose to 
the Governments any measures necessary to resolve any 
problems arising from the application of this Agreement. 


Article XI 


The Contracting States as to settle amicably, in the spirit 
of this Agreement, any differences which may arise in the 
interpretation or application of any of its provisions or of the 
additional protocols. If agreement cannot be reached, they 
shall submit the matter to arbitration. For the purpose of 
constituting the arbitral tribunal, each Contracting State shall 
propose to the General Seerctariat of the Organization of 
Central American States the names of three nice from its 
Supreme Court of Justice. From the complete list of cand- 
idates, the Secretary-General of the Organization of Central 
Amcriean States and the Government representatives in the 
Organization shall select, by drawing lots, a tribunal compos- 
ed -of -five: arbitrators, no two. of whom may be nationals 
of the same State. The award of the arbitral tribunal shall 
require the concurring votes of not less than three members 
and shall be binding on all the Contracting States so far as it 
contains any ruling concerning the interpretation’ or ap- 
plieation of the provisions of this Agreement and of the 
additional protocols. 5 a - 
, ae Article XIL’. re 
This Agreement shall be.submitted for- ratification in- each 
Contracting States in conformity. with their respective con- 
stitutional or legislative procedures. eal oe 





This Agreement shall come into force on the date of 
deposit of the last instrument of ratification. It shall remain 
in force for twenty years and shall be tacitly rcnewable 
for successive periods of ten years. - an 

Any Contracting State may withdraw from this . Agree- 
ment provided that notice of withdrawal is given not Jater 
than two years before the date on which the initial or §ny. 
other subsequent period ofvalidity cxpires, 22. 

If a Contracting State gives notice of withdrawal after 
the prescribed time limit but before a new period of validity 
has commenccd, such notification shall be valid, but the 
Agreement shall remain in force for two further ycars after 
the beginning of the new period. 

In the event of denunciation of this Agreement, the same 
shall remain in force as regards its additional protocols until 
the expiry of the latter. 

Should a Contracting State denounce this Agreement, the . 
other Contracting States shall determine whether the Agree- 
ment shall cease to have effect between all the Contract- 
ing States of whether it shall be maintained between such 
Contracting States as have not denounced it. | 

The additional protocols to this Agreement sliall be ‘ap- 
proved in conformity with the constitutional or legislative 
procedures of each country. 


Article XIII 


The General Secretariat of the Organization of Central Amer- 
ican States shall act as depository of this Agreement and 
shall send a certified copy thereof to the Ministry of Fore- 
ign Affairs of each of the Contracting States. It shall also 
notify the Contracting States of the deposit of the relevant 
instruments of ratification as well as of any denunciation 
which may occur within the prescribed time-limit. When 
the Agreement comes into force, it shall also transmit a 


‘certified copy thereof to the Secretary-General of the Unit- 


ed Nations, for registration in conformity with Article 102 
of the United Nations Charter. 


Transitional Artiele 


In order to promote an equitable distribution of the Central 
American industrial integration plants, the Contracting States 
shall not award a second plant to any one country until all 
of the five Central Amcrican countries have each been as- 
signed a plant in conformity with the protocols specified 
in article III. 

IN WITNESS WHEREOF the respective plenipotentiaries 
have signed this Agreement. 


DONE in the city of Tegucigalpa, D. C., eapital of the 
Republic of Honduras, on 10 June 1958. 


For the Government of Guatemala: 


With a reservation regarding article XI of this Treaty, in 
accordance with the provisions of paragraph 3, sub-paragraph 
b) of article 149 of the Constitution of the Republic. 

José Guirola Leal 
Minister of Economie Affairs 


For the Government of E] Salvador: 


Alfonso Rochac 
Minister of Economic Affairs 


For the Governmeut of Honduras: 
2 


, Fernando Villar ; : 
Minister of Economic Affairs and Finance _ 


For the Governmeut of Nicaragua: 


Enrique Delgado 
Minister of Economic Affairs 


4 


For the Government of Costa Rica: 


& .. .Wilburg Jiménez Castro gun 
‘ge+ + ++ MicesMinister of Economic Affairs. and , 
. Finance . a 
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Annex I 


CENTRAL AMERICAN AGREEMENT ON THE EQUALIZATION OF IMPORT DUTIES AND CHARGES 


The Governments of the Republics of Guatemala, El Salvador, 
** Honduras, Nicaragua and Costa Rica, 


Bearing in mind the commitmcnts contracted under the terms 
of the Multilatcral Treaty on Free Trade and Central 
Amcrican Economic Intcgration, signed at Tegucigalpa on 10 
June 1958, and being convinced that, if the Central American 
free-trade arca is to be establishcd in its final form within ten 
years, pursuant to the provisions of the said Treaty, their 
respective customs tariffs must be equalized, 


Have decided to conclude the present Agrecment, and for that 
‘ purpose have appointed as their respective plenipotcntiaries: 


H.E. The President of the Republic of Guatemala: Eduardo Ro- 
driguez Genis, Ministcr of Economy; 

I1.E. The President of the Republic of El Salvador: Alfonso 
Rochac, Minister of Economy; 

H.E. The President of the Republic of Honduras: Jorge Bueso 
Arias, Minister of Economy and Finance; 

II].E. The President of the Republic of Nicaragua: Enrique Del- 
~gado, Minister of Economy; 

HE. The President of the Republic of Costa Rica: Alfredo Her- 

, “nandez Volio, Minister of Economy and Finance; 


ae having exchanged their full powers, found to be in good 
and. due form, have agreed as follows: 


4 a. 

2 : r 
: 
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Chapter I 


SYSTEM OF EQUALIZATION OF IMPORT DUTIES 
a2 AND CHARGES 


Article 1 


The Contracting States agree to establish a common tariff policy 
and decide to set up a Central American import tariff consistcnt 
with the intcgration and cconomic development requirements of 
Central America. To this end, they agrce to equalize import duties 
and charges + ‘hin not more that five years from the date on 
which the present Agreement enters into force. 

The Signatory States shall maintain the Standard Central 
American Tariff Nomenclature as the basis of the customs tariff 
for imports. 


Arucle Il 


For the purposes of article I hereof and of article IV of the 
Multilatcral Treaty on Free Trade and Central American Eco- 
nomic Intcgration, the Contracting States agrce to adopt forth- 
with the tariffs and tariff denominations specified in Schedule A. 
Thcy likewise agrce to cstablish an interim system of exemptions, 
with a view to progrcssive equalization, in respect of the items 
included on Schedule B. The two schedules form an integral part 
of the present Agreement. 


Article Il 


The Contracting Parties, besides aiming at tariff equalization in 


conformity with article IV of the Multilateral Treaty on Free 


Trade and Central American Economic Integration and with a 
view to expediting the establishment of the Central American 


import tariff, pledge themsclves, with respect to additions to ° 
Schedules A and B, to observe, by preference, the following order 
of priorities; 


a) Commodities in respect of which tho immcdiate or pro- 
gressive liberalization of trade is provided for under the 
terms of bilateral free-trade treaties concluded between 
the Contracting Parties to this Agreement; . 

b) Goods manufactured in Central America; 

c) Imported goods for which goods produced in Central 
America may be substituted over the short term; 

d) Raw materials, intermediate products and containers, 
priority being given to those required for the production 
and sale of the items included in the foregoing sub- 
paragraphs; and 

e) Other goods. 


Article IV 


Once tariff equalization has been achieved in respect of the 
items compriscd in the groups of products referred to in thie 
foregoing article, the Contracting States plcdge themselves to 
apply to thcse same itcms multilateral free-trade treatment 
within not more than five years, without exceeding the ten-year 
time limit stipulated in article I of the Multilateral Treaty for 
the establishment of the free-trade area in its final form. 


Article V 
The Parties engage not to impose or levy any tax other than 
those provided for in this Agrecment on imports of goods included 
in Schedules A and B. The bases for valuation adopted are the 
c.i.f. import value in the case of the ad valorem part, and, for 
the specific component, the standard physical units set forth in 


‘Schedules A and B. 


If any of the Signatory States is not in a position to abolish 
consular fees immediately in respect of the goods includcd in 
Schedules A and B, it shall be entitled to maintain the fces as 
such, discounting the value they reprcsent from the ad valorem 
part of the duty and/or charge agreed upon. The term “duty 
and/or charge agreed upon” shall be undcrstood to mcan the 


‘duty and/or charge immediately applicable by all Partics to 


the goods included in Schedule A; that which all Partics 
pledge themselves to reach by the end of the interim period, 
in the case of goods included in Schcdule B; and the tariffs 
established by any of the Parties with a view to progressive 
equalization in respect of the goods included in Schedule B and 
to attainment of the stipulated standard duty by the end of the 
interim pcriod. 

In the case of items which are equalized at levels below the 
consular fces—either immediately (Schedule A) or by the end 
of the interim period (Schedule B)—the Signatory States shall 


' not charge consular fees. 
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Article VI 


The Contracting States agree to the establishment of fixed equi- 
valences, solely for equalization purposes, between the currency 
units in which each country’s tariff duties are expressed and a 
common currency unit equivalent to the United States dollar, 
These equivalences, which are those existing at the date. of 
signature of the present Agreement, are established as follows: 





Guatemala, 1 quctzal; El) Salvador, a currency unit cquivalcnt to 
the United States dollar; Honduras, 2 lempiras; Nicaragua, a 
currency unit equivalent to the United States dollar; and Costa 
Rjca, 5.67 or 6.65 colons, according to the exchange provisions 
applicable to the item in question. If a country makcs any change 
in the equivalence of its currency unit vis-a-vis the United States 
dollar in respect of goods included in Schedules A and B, it 
shall be under the obligation to alter its tariffs immediately in 
the proportion necessary to maintain equalization. 

re 


- Article VIl 

In order to make the equalization of import dutics and charges 
effective, the Contracting Parties shall renegotiate any multilateral 
or bilatera) pacts that remain in force with non-signatories of the 
present Agreement whereby tariffs lower than those established 
herein are consolidated, and shall release themselves from the 
cénsolidation commitment assumed within not more than onc 
year from the date of deposit of the corresponding instrument 
of ratification of this agreement. Likewise, the Contracting Parties 
undertake to refrain from signing new agreements or tariff conces- 
sions with other countries which are contrary to the spirit and 
objectives of the present Agreement and, in particular, to the 
provisions of this article. 


Article VIII 


Wheresoever the duty agreed upon for a specific product is 
higher than the tariff in force in one or more of the Contracting 
Parties, the countries concerned shall apply, in all inter-Central 
American trade not covered by. the free-trade régime, the lower 
tariff in force, unless the Central American Trade Commission 
decides otherwise. 

The preferential tariffs which the Parties pledge themselves 
to establish are set forth in Schedule A and in Annex 6 of 
Schedule B (this annex forms an integral part of the schedule in 
question). 

“Tariff in force” shall be understood to mean the sum of the 
tariff duties, consular fees and other duties, charges and sur- 
charges levied on imports of the goods listed in Schedules A and 
B at the time the prescnt Agreement is signed. Legal rates and 
charges for services rendered are not included. 

As this Agreement is specifically Central American in character 
and constitutes one of the bases for the customs union of the 
Contracting Parties, the Signatory States agree to maintain the 
“Ccntra] American exemption clause” with respect to third coun- 
tries, to the extent that the application of the preferential tariff 
system established by the present article is concerned. 


Article 1X 
The Schedules appended to this Agreement shall be expanded, by 
agreement among the Contracting States, through the signing of 
successive protocols and in accordance with respective constitu- 
tional procedures. 


Chapter II 
- CENTRAL AMERICAN TRADE COMMISSION 
Article X 


The Signatory States agree to set up a Central American Trade 
Commission, made up of rcpresentativcs of each of the Contract- 
ing Parties, which shall meet as often as its work requires or 
when any of the Contracting Statcs so requests. 

The Commission (or any of its members) shall be entitled to 
travel freely in the territory of the Contracting Parties in order 
that matters within its purview may be studied on the spot, and 
the authorities of the Signatory States shall provide such informa- 
tion and facilities as it/they may need for the discharge of its/ 
their functions, 
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The Commission shall have a permanent Secretariat, which 
shall be responsible to the Secretariat of the Organization of 
Centra] American States, : 

The Commission shall adopt its own rules of procedure unapim- 
ously, ‘. 

4, 
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Article XI 


The following shall be the terms of reference of the Central 
American Trade Commission: 

a) To recommend to the Contracting Parties measures condur 
cive to the establishment of the Central American customs tarilf 
referred to in this Agreement; 

b) To study, at the request of one or more Governments, topics 
or matters relating to the development of tariff equalization and 
in particular to the implementation of the prcsent Agreement, 
and to propose the measures that should be adopted in ordcr to 
solve such problems as may arise; 

c) To study production and trade activities in the signatory 
States and recommend additions to Schedules A and B; 

d) To act as the agency responsible for co-ordinating tariff 
equalization, taking into special consideration the progress made 
in this field by virtue of bilatera) treaties signed between Central 
American countries, with a view to submitting early proposals 
for standard duties and charges and endeavouring to promote 
their adoption by all the Contracting Parties. In this connexion, 
the Parties undertake to notify the Commission of bilateral tariff 
equalization agreements as soon as these are negotiated; 

e) To study the various aspects of the maintenance of uni- 
formity in the application of the Standard Central American 
Tariff Nomenclature and to recommend to the Contracting Parties 
such amendments as may seem advisable in the light of exper- 
ience and from the standpoint of increased diversification of 
production in Central America; 

{) To take steps calculated to establish and maintain uniform: 
ity in customs regulations. 

In the discharge of its functions, the Commission shal] utilize 
the studies carried out by other Central American and inter- 
national bodies. 


Chapter III 
‘GENERAL PROVISIONS 
Article XII 


The Contracting Parties agree to renegotiate at the request of 
any one of their number, and through the Central American 
Trade Commission, the standard duties and charges agreed upon 
and the standardized tariff classification. The renegotiation shal] 
affect only those goods in respect of which it is applied for. « 

Decisions in this connexion shall be adopted by the unanimous 
vote of the States for which the Agreement is in force. In-any 
event, every change shall be introduced at uniform levels. 


Article XIII 
ot 
The Signatory States agree that differences arising in connexion 
with the interpretation or application of any of the provisions 
of this Agrcement shall be settled amicably, in accordance tvith 
the spirit of the Agreement, through the Central American Trade 
Commission. In the event of failure to reach agreement, contro- 
versies shall be decided by arbitration. To form the tribunal of . 
arbiters, each of the Contracting Parties shall submit to the 
Secretariat of the Organization of Ccntral American States the 
names of three magistrates from its respective Supreme Court of 
Justice. From the complete list of candidates, the Secretary: 
General of the Organization of Central American Statcs and 
Government represcntatives to this Organization shall choose by 
lot five arbiters to form the tribunal, each of whom must be of a 
different nationality. The ruling of the tribunal of arbiters shall 
be awarded on the affigmative vote of at least three of the mem- 





bers present, and shall have the effcct of res judicata for all the 
Contracting Partics in respcct of any point settled in connexion 


with the interpretation or application of the provisions of this 
Agrcement. 


Chapter IV 


, INTERIM SYSTEM } 


Article XIV 


To facilitate the cqualization of import duties and charges in the 
gase of products with respcct to which, for economic, fiscal or 
athcr motives, it is impossible to establish a standard tariff to 
be applicd immediately by all Parties, the Contracting Statcs 
er anlish an interim system of progressive cqualization, 

im The Contracting States agree to adopt progressively, for the 
goods included in Schedule B, the standard duties given in column 
} of the said Schedule, each Party conforming to the time limit 
{column II), to the initial tariffs (column III) and to the tariff 
denomination cstablished thercin. 

The first change in the initial tariffs shall be introduced twelve 
months after the date on which the present Agreement enters 
into force, and succeeding modifications shall be affected for 
periods of 12 months exactly, until the duty agreed upon is 
reached. 

In annexes 1 to § of Schedule B, the tariffs applicable by the 
Contracting Parties during each year of the interim period are 
set forth. These annexes form an integral part of Schedule B. 

When progressive equalization is Lone put.into effect, the annual 
decrease or increase in tariffs which must be introduced by each 
Contracting Party shall not be less than the quoticnt resulting 
from division of the total amount of the decrease or increase to be 
effectcd by the number of years in the:interim period. This com- 
mitment shall be binding on the Contracting States except in 
so far as, during the interim period, they may have introduced 
annual changes exceeding those agreed upon. 

This interim system does not preclude the immediate adoption 
of the standard duty by a group of countries smaller than the 
total number of the Contracting Parties, or release the remaining 
country or countries from the commitment to attain the said 
standard duty by means of progressive equalization. 

When the interim period ends for each of:the goods or articles 


included in Schedule B, these shall be automatically transferred : 


to Schedule A. 
Ohapter V 
FINAL PROVISIONS - 
| Article XV. 
This Agreemcnt eral be submitted by each State for ratification 
in conformity with its pertinent constitutional and legal procedure 


and shall enter into force, for the first three countrics to deposit 
the instrument of ratification, on the date of deposit of the third 


such instrument, and, for countries acceding thereaftcr,.on the ° 
date of deposit of their respective instruments of ratification. Its - 
duration shall be twenty years from the date of its entry into . 


force, and it shall be tacitly renewed for successive ten-year 
periods. 

The Contracting States agree that the tariff equalization of 
goods included in Schcdule B shall be completed by the end of 
the interim period which shall begin upon the entry into force 
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| For the Government of El Salvedor: 


of the Agreement. Consequently, they agrcc to effect progrcssive 
tariff cqualization within the time limit cstablishcd at the cnd 
of the interim period, without changing the year-by-year tariffs 
established in the rclcvant annex of Schcdule B, each State taking 
as a base the level which it would have rcached if it had deposited 
its instrument of ratification upon the On into force gf the 
Agreement. 

The prescnt Agreement may be denounced by any of the 
Signatory Statcs at least two years before the date of expiry of the 
initial pcriod or of the succeeding periods during which it ig‘ in 
force. Denunciation shall become effective for the denouncing 
State at the date on which the corresponding period of validity of 
the Agrecment ends, and the Agrecmcnt shall remain in force for 
the other Parties so long as at least two of them continue to 
uphold it 


Article XVI 


The present Agrecment shal] be deposited with the Secretariat 
of the Organization of Central American States, which, shall 
send certified copies to the Chancelleries of each of the Contract- 
ing States and shall also notify them of the deposit of the pert- 
inent instruments of ratification, as well as of any denunciation 
which may take place within the time limits established in that 
connexion. Upon the entry into force of the Agreement, it shall 
also transmit a certified copy to the Secretariat of the Unitcd 
Nations for registration in conformity with Article 102 of the 
United Nations Charter. 


Provisional article 


With respcet to the implementation of article X of this Agrcc- 
ment, the Contracting Parties agree that prefercntial duties shall 
not be applicable to the items or sub-items of the Standard Central 
American Tariff Nomenclature which are included both in annex 
A of the Multilateral Treaty and in Schedules A and B of the 
present Agreement. 


Provisional article 


The Signatory States agrce that representatives of the Parties for 
which the Agreement has not entered into force shall be entitled 


‘to attend meetings of the Central American Trade Commission 
- as observers with the right to speak but not to vote. 


In witness whereof, the rcspective plenipotcntiaries sign the 
present Agreement at the city of San José, capital of the Re- 
public of Costa Rica, this first day of September one thousand 
nine hunderd and fifty-nine, 


nee the, Government of Guatemala: 
Eduardo Rodriguez Gen 
Minister of Economy 


Alfonso Rochae 
Minister of Economy 
For the Government of Honduras: 
Jorge Bueso Arias 
Minister of Economy and Finance 
For the Government of Nicaragua: 
_ Enrique Delgado 
Minister of Economy 
For the Government of Costa Rica: 
: ‘< Alfredo Hernéndez Volio 
- Minister of Economy and Finance 





APPENDIX D_ 
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I. GENERAL TREATY ON CENTRAL AMERICAN ECONOMIC INTEGRATION 
(Managua, 13 December 1960) . 


The Governments of the Republics of Guatemala, EI 
Salvador, Honduras and Nicaragua, 


For the purpose of reaffirming their intention to unify 
the cconomics of the four countries and jointly to 
promote the development of Central America in order 
to improve the living conditions of their peoples, 


Mindful of the need to expedite the integration of their 
economics, consolidate the results so far achieved and 
lay down the principles on which it should be based 
in the future, 


Having regard to the commitments entered into in the 
following instruments of economic integration: 


Multilateral Treaty on Free Trade and Central American 
Economic Integration; 


Central American Agreement on the Equalization’ of 
Import Duties and Charges and its Protocol on the 
Central American Preferential Tariff; 


Bilateral treaties on free trade and economic integration 
signed between Central American Governments; 


‘Treaty on Economic Association signed between Guatemala, 
El Salvador and Honduras, 


Have agreed to conclude the present Treaty and for 
that purpose have appointed as their respective pleni- 
potentiarics: 


H.E. The President of the Republie of Guatemala: 
Mr. Julio Prado Garcia Salas, Minister for Co-ordinat- 
ing Central American Integration, and Mr. Alberto 
Fuentes Mohr, Head of the Economic Integration 
Bureau 


The H. Junta de Gobierno of the Republic of El Salva- 
dor: Mr. Gabriel Piloia Araujo, Minister for Economic 
Affairs, and Mr. Abelardo Torres, Under-Secretary 
for Economic Affairs 


H.E. The President of the Republic of Honduras: Mr. 
Jorge Bueso Arias, Minister for Economic and Finan- 
cial Affairs 


H.E. The President of the Republic of Nicaragua: Mr. 


Juan José Lugo Marenco, Minister for Economic 
Affairs 


who, having exchanged their respective full powers, 


found to be in good and due form, have agreed as 
follows: 





CHAPTER | 
CENTRAL AMERICAN COMMON .MARKET 


Article I 


The Contracting States agree to establish among 
themselves « common market which shall be brought 
into full operation within a period of not more than 
five years from the date on which the present Treaty 
enters into foree. They further agree to create a customs 
union in respect of their territories. 


Article II 


For the purposes of the previous article the Con- 
tracting Parties undertake to bring a Central American 
free-trade area into full operation within a period of 
five years and to adopt a standard Central American 
tariff as provided for in the Central American Agree- 
ment on the Equalization of Import Duties and Charges. 


CHAPTER II 
TRADE REGIME 


Article III 


The Signatory States shall grant each other free-trade 
treatraent in respect of all products originating in their 
respective territories, save only for the limitations 
contained in the special régimes referred to in Annex A 
of the present Treaty. 


Consequently, the natural products of the Contract- 
ing States and the products manufactured therein shall 
be exempt from import and export duties including 
vonsular fees, and all other taxes, dues and charges 
levied on imports and exports or charged in respect 
thereof, whether they be of a national, ae or 
any other nature. 


The exemptions provided for in this article Sells not 
include charges or fees for lighterage, wharfage, ware- 
housing or handling of goods, or any other charges 
which may legally be incurred for port, storage or trans- 
port services; nor shall they include exchange differentials 
resulting from the existence of two or more rates of 
exchange or from other exchange arrangements in any 
of the Contracting States. 


Goods originating in the terntory of any of the 
Signatory States shall be accorded national: treatment 
in all of them and shall be exempt from all quantitative 
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or other restrictions Or measures, except for such mea- 
surts as may be legally applicable in the territories of 
thé Contracting States for reasons of health, security or 
palice control. 


Article IV 


The Contracting Parties establish special interim 
régimes in respect of specific products exempting them 
from the immediate free-trade treatment referred to 
In article IIf hereof. These products shall be automati- 
cally incorporated into the free-trade régime not later 
than the end of the fifth year in which the present Treaty 
is in force, except as specifically provided in Annex A. 


The products to which special régimes apply are listed 
in Annex A and trade in them shall be carried on in 
conformity with the measures and conditions therein 
specified. These measures and conditions shall not be 
amended except by multilateral negotiation in the Execu- 
tive Council. Annex A is an integral part of this Treaty. 


The Signatory States agree that the Protocol on the 
Central American Preferential Tariff, appended to the 
Central American Agreement on the Equalization of 
Import Duties and Charges, shall not apply to trade in 
the products referred to in the present article for which 
special régimes are provided. 


Article V 


Goods enjoying the advantages stipulated in this 
Treaty shall be designated as such on a customs form, 
signed by the exporter and containing a declaration of 
origin. This form shall be produced for checking by the 
customs officers of the countries of origin and destina- 
tion, in conformity with Annex B of this Treaty. 


If there is doubt as to the origin of an article and the 
matter has not been settled by bilateral negotiation, 
any of the Parties affected may request the intervention 
of the Executive Council to verify the origin of the article 
concerned. The Council shall not consider goods as 
Onginating in one of the Contracting States if they 
Originate or are manufactured in a third country and are 
Only simply assembled, wrapped, packed, cut or diluted 
in the exporting country. 


In the cases mentioned in the previous paragraph, 
Importation of the goods concerned shall not be pro- 
hibited provided that a guaranty Is given to the importing 
country in respect of payment of the import duties and 
Other charges to which the goods may be liable. The 
guaranty shall be either forfeited or refunded, as the 
case may be, when the matter is finally settled. 


The Executive Council shall lay down regulations 
governing the procedure to be followed in determining 
the origin of goods. 


Article V1 


If the goods traded are liable to internal taxes, charges 
or duties of any kind levied on production,.sale, distri- 
bution or consumption in any of the signatory countries, 
the country concerned may levy an equivalent amount 
on similar goods imported from the other Contracting 


en 








ee —— 





State, in which case it must also levy at least an equiva- 
lent amount for the same respective purposes on simular 
imports from third countries. 


The Contracting Parties agree that the following 
conditions shall apply to the establishment of interaal 
taxes on consumption: 


(a) Such taxes may be established in the amount 
cleemed necessary when there is domestic production of 
the article in question, or when the article is not produced 
in any of the Signatory States; 


(6) When the article is not produced in one Signatery 
State but is produced in any of the others, the former 
State may not establish taxes on consumption of the 
article concerned unless the Executive Council so autho- 
TIZES ; ' 


(c) If a Contracting Party has established a domestic 
tax on consumption, and production of the article so 
taxed is subsequently begun in any of the other Signatory 
States, but the article is not produced in the State that 
established the tax, the Executive Council shall, if the 
State concerned so requests, deal with the case and decide 
whether the tax is compatible with free trade. The 
States undertake to abolish these taxes on consumption, 
in accordance with their legal procedures, on receipt of 
notification to this effect from the Executive Council. 


Article VII 


No Signatory State shall establish or maintain regula- 
tions on the distribution or retailing of goods originating 
in another Signatory State when such regulations place, 
or tend to place, the said goods in an unfavourable 
position in relation to similar goods of domestic origin 
or imported from any other country. 


Article VIII 


Items which, by virtue of the domestic legislation of 
the Contracting Parties, constitute State monopolies on 
the date of entry into force of the present Treaty, shall 
remain subject to the relevant legislation of each country 
and, 1f applicable, to the provisions of Annex A of the 
present Treaty. 


Should new monopolies be created or the régime of 
existing monopolies be changed, the Parties shall enter 
into consultations for the purpose of placing Central 
American trade in the items concerned under a special 
régime. 


CHAPTER III 


EXPORT SUBSIDIES AND UNFAIR TRADE 
PRACTICES 


Article 1X 


The Governments of the Signatory States shall not 
grant customs exemptions or reductions in respect of 
imports from outside Central America of articles ade- 
quately produced in the Contracting States. 
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If a Signatory State deems itself to be affected by the 


gtanting of customs import franchises or by govern- 


mental imports not intended for.the use of the Govern- 
ment ” Bid or of its agencies, it may submit the matter 
to the 


, Article X 


The Central Banks of the Signatory States shall 
co-aperate closcly in order to prevent any currency 
speculation that might affect the rates of exchange and 
to maintain the convertibility of the currencies of the 
respective countries on a basis which, in normal condi- 
tions, shall guarantee the freedom, uniformity and stabi- 
lity of exchange. 


Any Signatory State oft: establishes quantitative 
Testrictions on international monetary transfers shall 
adopt:whatever measures are necessary to ensure that 
such restrictions do not discriminate against the other 
States. 


Should serious balancc-of-payments difficultics arise 
which affect, or are apt to affect, monetary relations in 
respect of payments between the Signatory States, the 
Executive Council, acting of its own accord or at the 
request of one of the Parties, shall immediately study the 
problem, in co-operation with the Central Banks for 
the purpose of recommending to the Signatory States 
a satisfactory solution compatible with the maintenance 
of the multilateral free-trade régime. 


Article XI 


No Signatory State shall grant any direct or indirect 
subsidy favouring the export of goods intended for the 
territory of the other States, or establish or maintain 
any system resulting in the sale of such goods for export 
to any other Contracting State at a price lower than 
that established for the sale of similar goods on the 
domestic market, due allowance being made for differ- 
ences in the conditions and terms of sale and taxation 
and for any other factors affecting price comparability. 


Any mcasure involving the fixing of, or discrimina- 
tion in, prices in a Signatory State which is reflected in 
the establishment of sales prices for specific goods in 
the other Contracting States at levels lower than those 
that would result from the normal operation of the 
market in the exporting country shall be deemed to 
constitute un indirect export subsidy. 


If the importation of goods processed in a Contracting 
State with raw materials purchased under conditions of 
monopoly at artificially low prices should threaten 
existing production in another Signatory State, the Party 
which considers itself affected shall submit the matter 
to the consideration of the Executive Council for a 
ruling as to whether an unfair business practice is in 
fact involved. The Executive Council shall, within five 
days of the receipt of the request, either give its ruling 
or authorize a temporary suspension of free trade, while 
permitting trade to be carried on subject to the award 
of a guaranty in the amount of the customs duties. This 
suspension shall be cffective for thirty days, within 
which period the Executive Council shall announce its 
final decision. If no ruling is forthcoming within the 
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xccutive Council for its consideration and ruling. — 
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five days stipulated, the Party concerned may demand a 
guaranty pending the Executive Council’s final decision. 


However, tax exemptions of a gencral nature granted 
by a Signatory State with a view to encouraging produc- 
tion shall not be deemed to constitute export subsidies. 


Sinularly, any exemption from internal taxes levied ' 
in the exporting State on the production, sale or con- 
sumption of goods exported to the territory of another 
State shall not be deemed to constitute an export subsidy. 
The differentials resulting from the sale of foreign 
currency on the free market at a rate of exchange higher. 
than the official rate shall not normally be deemed to be 
an export subsidy; if one of the Contracting States Is 
in doubt, however, the matter shall be submitted to 
the Executive Council for its consideration and opinion. 


Article XII 


As a means of precluding a practice which would be 
inconsistent with the purposes of this Treaty, each 
Signatory State shall employ all the legal means at its 
disposal to prevent the export of goods from its terri- 
tory to the territorics of the other States at a price lower 
than their normal value, if such export would prejudice 
or be hable to prejudice the production of the other 
States or retard the cstablishment of a national or 
Central American industry, 


Goods shall be deemed to be exported at a price lower 
than their normal value if their export price is less 
than: 


(a) The comparable price in normal trade conditions 
of similar goods destined for domestic consumption in 
the exporting country; or 


(b) The highest comparable price of similar goods 
for export to a third country in normal trade conditions; 
or 


(c) The cost of production of the goods in the country 
of origin, plus a reasonable amount for sales expenses 
and profit. 


Due allowance shall be made in every case for existing 
differences in conditions and terms of sale and taxation 
and for any other factors affecting price comparability. 


Article XII 


If a Contracting Party deems that unfair trade prac- 
tices not covered in article XI exist, it cannot impede 
trade by a unilateral decision but must bring the matter 
before the Executive Council so that the latter can 
jek whether in fact such practices are being resorted 

. The Council shall announce its decision within not 
more than 60 days from the date on which it received 
the relevant communication. 


If any Party deems that there is evidence of unfair 
trade, it shall request the Executive Council to authorize 
it to demand a guaranty ian the amount of the import 
dutics. 


Should the Executive Council fail to give a ruling 
within eight days, the Party congerned may demand 
such guaranty pending the Executive Council’s final 
decision. 
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Article XIV 


Once the Executive Council has given its ruling on 
unfair trade practices, it shall inform the Contracting 
Parties whether, in conformity with this Treaty, protec- 
tive measures against such practices should be taken. 


CHAPTER IV 
TRANSIT AND TRANSPORT 


Article XV 


Fach of the Contracting States shall ensure full free- 
dom of transit through its territory for goods proceeding 
to or from the other Signatory States as well us for the 
vehicles transporting these goods. 

Such transit shall not be subject to anv deduction, 
discriminuuion or quantitative restricuen., In the event 
of trathc congestion or other instances of force majeure. 
each Signatory State shall treat the mobiliziauon of 
consignments intended for tts own population and those 
in transit to the other States on an equitable basis. 


Transit operations shall be carried out by the routes 
prescribed by law for that purpose and shall be subject 
to the customs and transit laws and regulations apph- 
Saplemi the territory of transit. 


Goods in transit shall be cxempt from all duties, 
tuxes and other charges of a fiscal, municipal or any 
other character levied on transit, irrespective of their 
destination, but may be lable to the charges usually 
applied for services rendered which shall tin no case 
exceed the cost thereof and thus constitute de fucto 
import duties or taxes. 


CUAPTER V 
MONSTRUCTION ENTERPRISES 


Article XV] 
the Contracting States shall grant national treatment 
tO enterprise. of other Signatory States engaged in the 
construction of roads, bridges, dams, irrigation systems, 


clectriticution, housing and other works intended to, 


further the development of the Central American cco- 
honuc infrastructure, 


CHAPTER VI 
INDUSTRIAL INTEGRATION 


Aclicie Kibay 


The Contracting Parties hereby endorse all the pro- 
visions of the Agreement on the Régime for Central 
American Integration Industries, and, in order to ensure 
implementation among themselves as soon as possible, 
undertake to sign, within a period of not more than six 
months from the date of entry into force of the present 
Treaty, additienal protocols specifying the industrial 
plants initially to be covered by the Agreement, the free- 
trade regime applicable to their products and the other 
condiuons provided for in article II] of the Agreement. 
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CHAPTER VII 


CENTRAL AMERICAN BANK FOR ECONOMIC 
{[NTEGRATION 


Article XVIII 


The Signatory States agree to establish the Central 
American Bank for Economic Integration which shall 
be a juridical person. The Bank shall act as an instru- 
ment for the financing and promotion of a regionally 
balanced, integrated economic growth. To that end they 
shall sign the agreement constituting the Bunk, which 
shall remain open for the signature or accession of any 
other Central American State which may wish to become 
aemeniber of the Bank | 


It is, however, established that members of the Bunk 
may not obtain guaranties or loans from the Bank unless 
they have previously deposited their instruments of 
rautication of the following interpanional agreements: 


The present Treaty: 


Multilateral Treaty on Free Trade and Central Ame- 
rican Economic Integration, signed on 10 June 1958; 


Agreement on the Régime for Central American lnte- 
gration Industries, signed on 10 June 1958; and 


Central American Agreement on the Equalization of 
Import Duties and Charges, signed on 1 September 1959, 
and its Protocol signed on the same day.as the present 
Treaty, 


Cuapter VIII 


.. LAX INCENTIVES 
TO INDUSTRIAL DEVELOPMENT 


Article X1X 


The Contracting States, with a view to establishing 
uniform tax incentives to industrial development, agree 
to ensure as soon as possible a reasonable equalization 
of the relevant laws and regulations in force. To that 
end they shall, within a period of six months from the 
date of entry into force of the present Treaty, signed 
special protocol specifying the amount and type of 
exemptions, the ume linits thereof, the conditions under 
which they shall be granted, the systems of industrial 
classification and the principles and procedures govern- 
ing their application. The Executive Council shall be 
responsible for co-ordinating the application of the 
tax incentives to industrial development. 


CHAPTER IX 
ORGANS 


Article XX ue 


The Central American Economic Council. composed 
of the Ministers of Economic Affairs of the several 
Contracting Parties, is hereby established for the purpose 
of integrating the Central American economics and 
co-ordinating the cconomic policy of the Contracting 
States, 


o 





A. CENTRAL AMERICAN ECONOMIC INTEGRATION 


i ee se ee 








Ra SD ee 8 a wy | — <= /_ -~ ered Se 


The Central Amcrican Economic Council shall mect 
as offen as required or at the request of any of the 
Contracting Partics. It shall examine the work of the 
Exedgtive Council and adopt such resolutions as it 
may; deem uppropriate. The Central American Econo- 
mic Council shall be the organ responsible for facilitating 
implementation of the resolutions on economic integra- 
tion adopted by the Central American. Economic Co- 
operation Committee. It may seek the advice of Central 
American and international technical organs. 


Article XXI 


For the purpose of applying and administering the 
present Treaty and of undertaking all the negotiations 
and work designed to give practical effect to the Central 
Amcrican economic union, an Executive Council, con- 
sisting Of one titular official and one alternate appointed 
by each Contracting Party, is hereby established. 


The Executive Council shall meet as often as required, 
at the request of one of the Contracting Parties or 
when convened by the Permanent Secretariat, and its 
resolutions shall be adopted by majority vote. In the 
event of disagreement, recourse will be had to the 
Central American Economic Council in order that the 
latter may give a final ruling. 


Before ruling on a matter, the Executive Council 
shall determine unanimously whether the matter is to 
be decided by a concurrent vote of all its members or 
by a simple majonity. 


Article XXII 


The Executive Council shall take such measures as 
it may deem necessary to ensure fulfilment of the com- 
nutments entered into under this Treaty and to settle 
problems arising from the implementation of its pro- 
visions. It may likewise propose to the Governments the 
signing of such additional multilateral agreements as 
may be required in order to achieve the purpose of 
Central American economic integration, including a 
customs union in respect of their territories. 

The Pxeeeutive Council shall assume, on behalf of the 
Contracting Parties, the functions assigned to the Central 
American Trade Commission in the Multilateral Treaty 
on Free Trade and Central American Economic Integra- 
tion and the Central American Agreement on the Equali- 
zation of Import Duties and Charges, as well as those 
assigned to the Central American Industrial Integration 
Commission in the Agreement on the Régime for Cen- 
tral American Integration Industries, as well as the 
powers and duties of the joint commissions set up 
under bilateral treaties in force between the Contracting 
Parties. 


Article XXIII 


A Permanent Secretariat is hereby instituted, as a 
Juridical person, and shall act as such both for the 
Central American Economic Council and the Executive 
Council established under this Treaty. 


The Seeretariat shall have its seat and headquarters 
in Guatemala City, capital of the Republic of Guate- 
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mala, and shall be headed by a Secretary-Genceral 
appointed for a period of three years by the Central 
American Econontc Council. The Secretariat shall 
establish such departments and sections as may be 
necessary for the performance of its functions. Its 
expenses shall be governed by a gencral budget adopted 
annually by the Central American Economic Council 
and each Contracting Party shall contribute annually 
to its support an amount equivalent to not less than 
fifty thousand United States dollars (US$50,000), payable 
in the respective currencies of the Signatory States. 


Members of the Secretariat shall enjoy diplomatic 
immunity. Other diplomatic privileges shall be granted 
only to the Secretariat and to the Secretary-General. 


Article XXIV 


The Sccretariat shall. ensure that this Treaty, the 
Multilateral Treaty on Free Trade and Central American 
Economic Integration, the Agreement on the Régime 
for Central American Integration Industries, the Central 
American Agreement on the Equalization of Import 
Duties and Charges, bilateral or multilateral treaties on 
free trade and economic integration in force between 
any of the Contracting Parties, and all other agreements 
relating to Central American economic integration 
already signed or that may be signed hereafter, the 
interpretation of which has not been specifically entrusted 
to another organ, are properly cxecuted among the 
Contracting Parties. 


The Secretariat shall ensure implementation of the 
resolutions adopted by the Central American Economic 
Council and the Exccutive Council established under 
this Treaty and shall also perform such functions as 
are assigned to it by the Executive Council. Its regula- 
tions shall be approved by the Economic Council. 


The Secretariat shall also undertake such work and 
Studics as may be assigned to it by the Executive Council 
and the Central American Economic Council. In per- 
forming these duties, it shall avail itself of the studies 
and work carried out by other Central American and 


international organs and shall, where appropriate, 
enlist their co-operation. 
CHAPTER X 


GENERAL PROVISIONS 


Article XX 


The Signatory States agree not to sign unilaterally © 
with non-Central American countries any new treaties 
that may affect the principles of Central American 
economic integration. They further agree to maintain 
the “ Central American exception clause ” in any trade 


_ agreements they may conclude on the basis of most- 


favoured-nation treatment with any countrics other 
than the Contracting States. 


Article XXVI 


The Signatory States agree to settle amicably, in the 
spirit of this Treaty, and through the Exccutive Council 
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or the Central Amcrican Eeonomie Couneil, as the ease 
may be, any ¢differenees which may arise regarding the 
interpretation or application of any of its provisions. 
If agreement cannot be reached, they shall submit the 
miatter to arbitration. For the purpose of constituting 
the arbitration tribunal, each Contracting Party shall 
propose to the General Seeretariat of the Organization 
of Central American States the names of three magis- 
trates from its Supreme Court of Justice. From the 

complete list of candidates, the Secretary-General of 
' the Organization of Central American States and the 
Government representatives in the Organization shall 
select, by drawing lots, one arbitrator for each Contract- 
ing Party, no two of whom may be nationals of the 
sarne State. The award of the arbitration tribunal shall 
require the concurring votes of not less than three mem- 
bers, and shall have the effect of res judicata for all the 
Contracting Parties so far as it contains any ruling 
concerning the interpretation or application of the pro- 
visions of this Treaty. 


Article XXVII 


The present Treaty shall, with respect to the Contraet- 
ing Parties, take preeedence over the Multulateral Treaty 
on Free Trade and Central American Economic Inte- 
gration and any other bilateral or multilateral free- 
trade instruments signed between the Contracting Par- 
ties; it shall not, however, affect the validity of those 
agrecmients. 


The provisions of the trade and economic integration 
agreements referred to in the previous paragraph shall 
be applied between the respective Contracting Parties 
in so far as they are not covered in the present Treaty. 


Pending ratification of the present Treaty by any of 
the Contracting Parties, or in the event of its denuncia- 
tion by any of them, the trade relations of the Party 
eoncerned with the other Signatory States shall be 
governed by the commitments entered into previously 
under the existing instruments referred to in the preamble 
of the present Treaty. 


MArucie XXVMi 


The Contracting Parties agree to hold consultations 
in the Executive Couneil prior to signing any new treaties 
among themselves which may affcet free trade. 


See executive Council shall examine each ease and 
determine the effects that the conelusion of such agree- 
ments might produce on the free-trade régime established 
in the present Treaty. On the basis of the Executive 
Couneil’s examination, the Party which considers itself 
affected by the conclusion of these new treaties may 
adopt whatever measures the. Council may recommend 
in order to protect its interests. 


Article XXIX 


ror the purposes of customs regulations relating to 
free trade, the transit of goods and the application of the 
Central American Standard Import Tariff, the Contracting 
Parties shall, within a period of one year from the date 
ot eniry into foree of the present Treaty, sign special 
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protocols providing for the adoption of a Central Ameni- 
can Standard Customs Code and the necessary trans- 
port regulations. 


CHAPTER XI 


FINAL PROVISIONS 


Article XXX 


This Treaty shall be submitted for ratification in each 
State in conformity with its respective constitutional 
or legislative procedures. 


The instruments of ratification shall be deposited with 
the General Sceretariat of the Organization of Central 
American States. 


The Treaty shall enter into foree, in the case of the 
first three States to ratify it, eight days following the 
date of deposit of the third instrument of ratification 
and, in the case of the States which ratify it subsequently, 
on the date of deposit of the relevant instrument. 


Article XXX1 


This Treaty shall remain effective for a period of 
twenty years from the date of its entry into foree and 
shall be renewable indefinitely. 


Upon expiry of the twenty-year period mentioned in 
the previous paragraph, the Treaty may be denounced 
by any of the Contraeting Parties. Denuneiation shall 
take effect, for the denouncing State, five years after 
noufieation, and the Treaty shall remain in foree among 
the other Contracting States so long as at least two of 
them remain parties thereto. 


Article XX x I] 


The General Secretariat of the Organization of Central 
American States shall act as depositary of this Treaty 
and shall send a certified copy thereof to the Ministry 
of Foreign Affairs of cach of the Contracting States 
and shall also notify them immediately of the deposit 
of each instrument of ratification as well as of any 
denunciation which may be made. When the Treaty 
enters into force, it shall also transmit a certified copy 
thereof to the Seeretary-General of the United. Nations 
for the purposes of registration as set forth in Article 102 
of the United Nations Charter. 


Article XXXII 


The present Treaty shall remain open for the accession 
of any Central American State not originally a party 
Unercto: 


Provisional article 


As soon as the Government of the Republie of Costa 
Riea formally aecedes to the provisions of this Treaty, 
the organs hereby established shall form part of the 
Organization of Central American States (OCAS) by 
an incorporation agreement; and the OCAS shall be 
reorganized in such a way that the organs established 
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by this Treaty retain all their structural and functional 
attributes. 


IN WITNESS WHEREOF the respective plenipotentiarics 
have signed the present Treaty in the City of Managua, 
capital of the Republic of Nicaragua, this thirtecath 
day of the month of December ninctcen hundred and 
sisly. 
fue 
Fer the Government of Guatemala: 


* Julio Prado Garcifa Salas 


Minister for Co-ordinating Central 
American Integration 


| Alberto Fuentes Molir 
Head of the Economic Integration Burcau 
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For the Government of El Salvador: 


Gabriel Pilofia Araujo 
Minister of Economic Affairs _ 


Under-Secretary for Economic Affairs 


Abelardo Torres 


For the Government of Honduras: 


Minister of Economic and Financial Affairs 


Jorge Bueso Arias 


For the Government of Nicaragua: 
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Juan José Lugo Marenco 


Minister of Economic Affairs 
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